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WORLD BANKING, CURRENCY, AND PRICES, 1920-21 



JOSEPH S. DAVIS 



A YEAR ago we reviewed the progress in the world 
banking and currency from the armistice to the 
middle of 1920. Currencies were chaotic; outside the 
United States and Japan, hardly any country could be 
said to be operating on a gold standard; in these coun- 
tries, as well as in various non-belligerent countries, 
war-time increases in gold reserves had facilitated cur- 
rency expansion beyond the expansion of business re- 
quirements and contributed to raise prices far above 
pre-war levels. Inflation had been replaced by deflation 
only in Japan, and had been materially checked only 
in the United States, Great Britain, France, and the 
European neutrals. Elsewhere, notably in Italy, Ger- 
many, the new states of Europe, and the lesser Euro- 
pean countries — to say nothing of Russia — currency 
inflation proceeded apace. 

Prices had risen greatly until the spring of 1920 in 
nearly every country, but at varying rates; in the second 
quarter of the year they reacted generally, also at vary- 
ing rates. The maladjustment of price levels was ap- 
parently becoming intensified rather than reduced. For 
these reasons and others, international exchange rates 
were fluctuating violently and in a fashion baffling even 
to closest observers. 

Central banks were continuing to absorb driblets of 
gold from private hoards; in England, a noteworthy 
shift of joint stock bank holdings to the Bank of Eng- 
land had been accomplished; but in all the late belliger- 
ent countries, except Japan and America, the central 
gold reserves constituted an abnormally low, often an 
infinitesimal percentage of demand liabilities. The 
higher reserve ratios in late neutral countries, moreover, 
were maintained only by the same restrictions upon the 
gold movements which characterized their war-worn 
neighbors. With gold movements generally restricted, 
except for new gold in most countries and all gold in 
America, such shifts as were taking place were adding 
to reserves in countries which needed gold least. 

In a year of easy money after the armistice — easy 
chiefly because of government policies requiring arti- 
ficially low rates — a speculative boom gathered head- 
way. Partly in direct consequence of the great business 
expansion, partly as the result of government and bank 
policies devised to check it, money rates moved steadily 
upward from late in 1919 until the middle of 1920. The 
spring months witnessed financial reactions in numer- 
ous countries. Where, as in Japan, Cuba, and certain 
South American countries, the speculation had been 
extraordinary, balancing factors were few, and the 
banking policies were least capable, there were severe 
economic and financial crises. In general, a reaction 
was in process which appeared to be gathering mo- 
mentum. 
[304] 



Much attention was being given to questions of policy 
appropriate to the unprecedented conditions, questions 
later to be discussed more fully at the International 
Financial Conference which met in Brussels in October 
1920. In general, the watchwords were: "Restore 
peace, stop inflation, reduce speculation, prepare for 
moderate deflation, effect public and private economies, 
increase productivity." 

In the present article we have to review certain fea- 
tures of a year of widespread industrial reaction, in 
continuance of the movement which began in the spring 
of 1920. The past year exhibits some similarities to 
the previous twelve months. Today currencies and 
exchange remain chaotic. Gold movements, though 
slightly relaxed, remain generally restricted. Reserves, 
though increasing, have been strengthened chiefly where 
they were already strong. Banking and currency 
policies continue to arouse much discussion, but not 
much progress has been made in formulating ones ade- 
quate to cope with the difficult situation. 

On the other hand, a few contrasts must be reported. 
There has been a full year of very high, fairly stable 
money rates, followed since last spring by cautious and 
limited reductions in rates. In most countries, the year 
has been one of falling commodity and security prices, 
and gradually deepening business depression. Con- 
traction of credit and currency has been more character- 
istic than expansion. But in all these respects, different 
countries show even more marked variation than 
appeared in the previous year. Indeed, the student 
of comparative statistics must be constantly upon his 
guard against making broad statements for the world 
at large. The indications are that, generally, the worst 
of the depression has now been reached, and that the 
next twelve months will witness a moderate recovery, 
less spectacular but sounder than the feverish expansion 
which occurred in 1919-20. 

Here will be considered, as significant phases in the 
currency and banking developments of the past year 
viewed in perspective : (I) the course of money rates and 
credit policies; (II) the expansion and contraction of 
credit and currency; (III) gold reserves, policies, and 
movements; (IV) the course of commodity prices and 
business failures. 

I. MONEY RATES AND CREDIT POLICIES 

The course of money rates. A year ago we chronicled 
great increases in money rates, which began in the last 
quarter of 1919 and assumed striking proportions in the 
spring of 1920. Before the end of June 1920, all the 
central banks except those of the Central Powers, 
Portugal, and a few neutrals had raised their rates of 
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discount, generally to levels extraordinarily high for a 
period of peace. 1 Later in 1920, the Banks of Spain and 
Portugal joined the movement, and the high rates of 
the Swedish Riksbank and the Bank of Finland were 
raised still higher. Only in Germany, Austria-Hungary, 
Holland, and Switzerland did the central banks refuse 
to follow suit. Outside of these countries the only bank 
rate under 6 per cent at the close of 1920 was that of the 
National Bank of Belgium, 5^ per cent. 

Table 1 shows comparative rates for leading central 
banks semi-annually from the end of 1918. The accom- 
panying chart, showing an unweighted average of 13 

Table i. — Central Bank Discount Rates Prevailing 

in World Monetary Centers at Selected 

Dates, 1914, 1918-21 * 
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* See, for other dates before the end of 1918, the corresponding table in 
this Review for August, 1920, p. 217; and for monthly figures our Current 
Statistics, September, 1921, Part VI, Table 8b, and the League of Nations' 
Monthly Bulletin of Statistics. 

f New York rates exclude rates on 3-6 months agricultural and live stock 
paper, which until January 1920 were higher than the maximum here shown. 



leading European central bank rates, reveals graphically 
the general movement from October 1918. 2 The average 
rate at the close of 1918 was 5.19 per cent, comparing 
with 5.31 per cent and 4.23 per cent on December 31, 
1913 and June 30, 1914, respectively. A moderate de- 
cline in the first half of 1919 was followed by a moderate 
rise late in the year, and by a general rise in the first 
half of 1920, especially rapid in the spring, when in two 
months the average rose by -£- of one per cent. The 




Chart I. — Average of Discount Rates of Thirteen Leading 
European Banks, 1918-21 



high point was reached in November 1920 at 6.04 per 
cent. 

This highest level of rates continued in force about 
six months. Foreshadowed by the reduction in the 
rates on British treasury bills on March 11, 1921, wide- 
spread reductions have taken place since April 6, 1921, 
the sole exception being the belated increase in the 
Vienna rate, on April 15, from 5 to 6 per cent. Since 
August 11 the average rate has stood at 5.65 per cent, 
0.384 per cent below the level of last winter, but still 
0.434 per cent above the level prevailing in the winter 
of 1918-19 and 1919-20. 

Thus far, therefore, the reductions have been quite 
moderate, and rates remain distinctly high as compared 
with pre-war periods. At the Bank of England, for 
example, a 5 J per cent rate was reached before the war 
only in periods of acute monetary strain; while in pre- 
war periods of depression even less acute than the 
present, rates of 2 and 2\ per cent were common. 3 For 
the Bank of France as well a 5! per cent rate is un- 
precedently high except in periods of extreme monetary 
strain. A corresponding average for the 13 central 
banks here considered, in periods of depression before 
the war, would be well under 4 per cent. 

Other money rates than central bank rates have 
shown similar tendencies. In Great Britain, the rate on 
treasury bills has been an important, even a dominant 
factor in the money market. In the autumn of 1919 
and the spring of 1920 its increase, by a total of 3 per 
cent, preceded the increases in the bank rate. 4 This 
year, as intimated above, the rate on 3 months bills 
was reduced on March 11 from 6| to 6 per cent, pre- 
ceding by five weeks the reduction in the bank rate. 
Following this, on April 21, the "tender system" was 
successfully reintroduced for the sale of 3 months 
treasury bills. Under this system the treasury an- 
nounces on Fridays (before May 12 on Thursdays) a 
stated amount to be issued during the ensuing week. 
Bids for blocks of these bills are received, all bids below 
a certain rate being accepted, while those above are 
scaled down. A rate is also fixed for "additional bills," 
which are sold, as before April 21, in unlimited amounts. 
This additional rate is adjusted according to the de- 
mand for bills, but is usually at least A of one per cent 
below the average discount rate on tender bills. Table 2 
gives a summary of the experience under this system 
since its inception. The average rate of discount under 
this system is quite a sensitive barometer of the London 
money market, and with it the additional rate. It is 
interesting to observe, therefore, the consistent decline 
in these rates up to the latter part of July, when the 
rate on additional bills was 2% per cent below the figure 
prevailing up to March 11, and even the average rate 
was over 2 per cent below that maximum. During 

1 See this Review for August, 1920, pp. 216-221. 

2 See the chronological table in our Current Statistics, September, 
1921, Part VT, Table 86, supplementing the table in this Review, August, 
1920, p. 219. 

3 See the chart, ibid., p. 220. 4 See ibid., p. 219. 
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Table 2. — British Treasury Bills Applied for by 

Tender with Rates on These and 

Additional Bills, 1921 * 



Date of offer 
(for bills dated in 
following week) 



Apr. 21 
28 

May 5 
12 
20 
29 

June 3 
10 

17 
24 

July 1 
8 

IS 
22 
29 

Aug. 5 

12 

19 

26 

Sept. 2 
9 



Amount 
offered 


Applied 
for 


Average 
rate of 
discount 


(million £'s) 


(per cent) 


50 


5i-9 


5-96 


So 


76.7 


5-72 


So 


94.6 


5-65 


45 


93-4 


5-56 


45 


65-6 


5-75 


55 


72.5 


5-66 


55 


84.8 


5.60 


40 


84.0 


5.6i 


40 


82.7 


5-50 


55 


96-5 


5-34 


60 


77-5 


5-36 


55 


117. 2 


5.18 


60 


122.7 


4-97 


5o 


123.0 


4-43 


60 


100.0 


4-43 


5o 


78.0 


4-54 


45 


74-3 


4-77 


45 


78.4 


4-74 


5o 


75-i 


4-65 


5o 


83-5 


4-36 
4.08 



Rate for 

additional 

3 months bills 



(per cent) 

5f 

51 

51 
5i 
51 
51 

5i 
5i 
51 

5 



4i 



41 
4t 
4* 

4i 
41 
41 
4f 

4 

-,3 
3* 



* Economist, especially July 2, 1921, p. 4, and subsequent issues. 

August both rates hardened appreciably, but early in 
September they dropped again: on September 9 the 
additional rate was 3! per cent. 1 

In the United States, the rates on treasury certificates 
have also declined though less considerably. From 
June 1920 to January 1921 these rates had been 6 per 
cent on 12 months certificates, and 5! per cent on 6 
and 9 months certificates. In February, March, and 
April 192 1 these rates ruled \ per cent lower, and an- 
other \ in more recent months, the transition being 
marked by a rate of 5 J per cent on 5 months certifi- 
cates issued February 15 and 5 J per cent on 7! months 
certificates issued August i. 2 The latest issues, as of 
September 15, carry still lower rates — 5 per cent on 
6 months certificates, 5^ per cent on 12 months,* and 
5 1 on 18 months certificates. 3 Thus in eight months a 
decline of f of one per cent has been registered. Even 
at these lower rates a heavy oversubscription is reported. 

1 A. W. Kiddy, cable in New York Evening Post, September 10, 1921. 

2 See our Current Statistics, September, 1921, Part VI, Table 6. 

3 Commercial and Financial Chronicle, September 10, 1921. 

4 See this Review, August, 1920, p. 216. 

6 After this text was in type came the announcement of reductions to 5 
per cent, on September 22, by the Federal Reserve Banks of Boston and 
New York. 

6 The significant dates in this connection are as follows: 

Federal Reserve Bank Adopted Abolished Period in force 

Atlanta May 31, 1920 Nov. 1,1920 5 mos. 

Dallas May 21, 1920 Feb. 15, 1920 9 mos. 

St. Louis May 26, 1920 June 23, 1921 13 mos. 

Kansas City .... Apr. 19, 1920 
Federal Reserve Board, Annual Report, 1920, pp. 58, 59; Federal Reserve 
Bulletin, July, 1921, p. 857. 



A noteworthy change in the United States has been 
the unification of rates of the federal reserve banks. 
Thus at the Federal Reserve Bank of New York, except 
for a few weeks in December 1919 and January 1920, 
preferential rates have been in force on bills secured by 
government securities, the differential amounting in the 
last half of 1920 to i| per cent on paper secured by 
certificates of indebtedness and one per cent on paper 
secured by Liberty bonds or Victory notes. 4 The re- 
ductions in May and June 192 1 were applied only to 
the classes of paper bearing the higher rates. Thus on 
June 16, a flat 6 per cent rate was established for all 
classes of paper, and the reduction July 21 lowered the 
rate similarly on all classes to 5! per cent. The same 
tendency is observable in the rates of other federal 
reserve banks. On July 1 only four banks, and on 
September 1 only two, maintained any discrimination 
in rates and no bank had more than two rates (which 
varied by only § per cent). Today 5! per cent is the 
characteristic rate in the five federal reserve banks of 
the East and the Pacific coast, and 6 per cent in the 
other seven. 6 Moreover, "progressive" discount rates, 
applicable to discounts in excess of a basic "line," which 
were adopted by four federal reserve banks in the South 
and Southwest during the monetary strain, have been 
abandoned by all except the Kansas City bank, where 
the policy has now been in force for 17 months. 6 

Factors in reductions. In the main the reductions in 
central bank and treasury bill rates reflect the easing of 
the monetary strain under the influence of business de- 
pression and liquidation of frozen credits. They have 
followed, rather than preceded, declines in "outside" 
rates. Thus in New York, rates on 60-90 day com- 
mercial paper reached their maximum in August 1920, 
at 8 per cent, eased off slightly to 7! per cent in April 
1 92 1, and have since fallen to 6 per cent, a rate which is 
not far above the level prevalent in 191 9. Call money 
in New York has tended downward quite consistently 
since November 1920. The London market rate on 
3 months bankers' bills ranged between 6f and 6| per 
cent throughout most of 1920 and up to late February 
192 1, and 6 months trade bills commonly brought 7! 
per cent in the same period. Both have since eased off 
materially, and corresponding quotations early in Sep- 
tember are around 4J and 5! per cent. In Switzerland, 
where the central bank rate is now the lowest of any, 
the reductions are stated to have followed declines in 
outside rates. 

Other considerations than the condition reflected by 
outside rates may have figured also in some countries. 
In Great Britain the persistent critics of the "dear 
money" policy — including not only inflationists but 
also some bankers like Mr. McKenna who deemed high 
rates needlessly injurious to business and expensive to 
the treasury — were reinforced last winter by those who 
believe in a policy of employing the bank rate to influ- 
ence business conditions not only by checking unhealthy 
expansion, as in 1919-20, but by assisting revival from 
unwholesome depression, as in 1921. There is some 
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reason to believe that the government, embarrassed by 
the business depression and its economic and political 
consequences, is sympathetic with this view. Indeed 
the editor of the London Bankers 1 Magazine is inclined 
to regard the latest reduction in the Bank of England 
rate, as well as the earlier reduction in the treasury bill 
rates, as unwarranted at the time by fundamental bank- 
ing considerations and as dictated by essentially political 
considerations. The reduction in treasury bill rates on 
March 11 may indeed have been influenced by such 
opinions, although subsequent developments justified it 
on ordinary grounds. But it remains to be shown that 
the Bank of England will determine a banking policy at 
the behest of a government none too secure of its posi- 
tion. It is certain that the treasury policy regarding 
treasury bill rates affects the situation with which the 
Bank has to deal, but beyond this it appears that the 
example of the Federal Reserve Board is also influential 
in determining the Bank of England policy. Certainly in 
the United States, there is no evidence that the Federal 
Reserve Board has reduced rates in answer to public 
clamor or political influence, or on any other grounds 
than ordinary banking conditions dictate; and those 
who believe the Bank of England is less independent 
assume a heavy burden of proof. Nor is it likely that 
either board feels its position strong enough, or sees its 
way clearly enough, to adopt reduced rates, as some 
advocate, with the primary object of facilitating the 
liquidation of frozen credits, breaking the spell of psy- 
chological depression, and giving a fillip, as it were, to 
business recovery. This is a conceivable policy, but a 
very delicate one for any institution to attempt; and 
we can hardly expect it from conservative bankers in 
times like these. 

Explanations of low rates. It is a pertinent question 
how certain countries have managed to maintain low 
and fairly stable rates throughout the boom of 1919-20 
and the subsequent monetary strain. The notable ex- 
amples are Germany, Holland, Switzerland, and Bel- 
gium. The answers differ somewhat in the four 
cases. 

In Germany', where the bank rate has been unchanged 
at 5 per cent, the treasury virtually sets the market rate. 
The Reichsbank freely buys treasury bills from the 
government or by rediscount for banks or other cus- 
tomers. These dwarf into insignificance the ordinary 
commercial bills, as may now be clearly shown under 
the new practice (since May) of the Reichsbank in 
stating the two classes of bills separately. On July 31, 
for example, its holdings of discounted treasury bills 
stood at nearly 80 billion marks, while the commercial 
bills were only 1,185 million marks. 1 The government 
has not yet deemed it possible or expedient to follow the 
policy adopted by the British government late in 1919, 
of raising treasury bill rates to attract 'private investors 
with a view to leaving the banks free for ordinary bank- 
ing business; and no early resort to such a policy is to 
be anticipated. As long, therefore, as the present 



policy persists, private borrowers can obtain all the 
funds they need at rates not far from the official rate. 

The Netherlands Bank has consistently opposed the 
"dear money" policy, as Dr. Vissering's statements at 
the International Financial Conference, and in other 
pamphlets, set forth at length. It has maintained a 
rate of 4 J per cent since July 1, 1915. By rationing 
credit, discriminating in loans, refusing gold redemption 
of its notes, and also by restrictions upon gold exports, 
which effectively limit foreign borrowings in Holland, 
it has endeavored to attain the same ends as are reached 
elsewhere by varying rates. It is highly improbable 
that the bank could long retain a discount rate far out 
of line with those of neighboring countries, if it removed 
its gold embargo, for foreign borrowers would resort 
there and force gold out or rates up. In general the 
Swiss Bank has followed the policy of the Netherlands 
Bank, though it has varied its rates considerably more. 
The National Bank of Belgium has followed a similar 
policy, like Germany, under the pressure of treasury 
borrowings and with similar, though smaller, resulting 
inflation. 

It is significant that Holland, Switzerland, and Bel- 
gium, despite easy money policies, have been unable to 
avoid the general business depression. It is too early 
to say whether, for this reason, they have fared better 
than "dear money "countries like Great Britain, Sweden, 
and the United States. The larger the country and the 
more complex its business interests, the more difficult 
becomes a policy of discrimination in loans and ration- 
ing credit, and the greater are the advantages of raising 
the price of loans as the pressure rises. In the United 
States, and probably also in England, the Dutch policy 
could hardly be as effective as in Holland, and it might 
prove embarrassing as well as ineffective. Germany, 
indeed, experiences a kind of prosperity while maintain- 
ing a policy of low money rates and inflation, but few 
who envy Germans their species of prosperity would care 
to transplant it whole. 

The outlook. What is the outlook for money rates? 
Have they reached bottom? If not, how much farther 
will they fall? May we expect renewed increases? 
While no conclusive answer can be given to these ques- 
tions, some relevant considerations may be mentioned. 

As long as the world's demand for capital presses so 
hard upon the world's savings — under pressure of re- 
construction, plant readjustments, and making up 
arrears of construction — the underlying rates of 
interest, as reflected by income yields on stocks and 
bonds, and by interest on long time loans, will be ma- 
terially higher than before the war. Certainly rates 
continue to be exceptionally high; possibly the peak 
has been passed, but no sustained decline of great 
moment is in early prospect. Now this underlying 
interest rate is the basic element in short-time money 
rates, of which the bank rates are one species. A multi- 
tude of forces affecting demand and supply for short- 
time credit occasion fluctuations in the bank loan rates, 



Economist, August 13, 1921, p. 296. 
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but rates on best bank paper are not often, or for 
long, far below the rate of interest for long-time funds 
and they are generally somewhat above it. If then, as 
seems probable, the underlying interest rate is to remain 
high for years, though perhaps tending slightly down- 
ward, we may expect a relatively high level of short- 
time money rates and central bank rates to continue. 

This factor will operate in the United States as well 
as in countries where the reconstruction requirements 
are large, unless perchance, in one way or another, we 
refuse to respond to the demand of the outside world for 
our savings. On the other hand, if the United States 
proves to have a savable surplus for export, instead of 
calling upon Europe for savings as before the war, the 
contrast between present rates and pre-war rates will 
be less marked here than in Europe. The existence of 
the federal reserve system promises to operate in this 
same direction, making for lower (and steadier) rates on 
short time paper than would exist without it, 1 hence 
lessening the contrast between present and pre-war 
rates. 

Present rates, therefore, may not be abnormally high, 
even for a period of depression, considering the ab- 
normal post-war situation. Generally speaking, further 
considerable reductions are unlikely to be numerous or 
lasting, unless the business depression should continue 
longer than now seems probable. 

There are indeed some indications of lower bank rates 
in certain countries. Some central banks, such as the 
Bank of Japan, have not yet reduced their rates from 
the maximum, even though the strain upon them has 
passed its worst. Others have been very cautious in 
reduction, and are not unlikely to reduce rates further 
after the seasonal strain of the autumn or the end of the 
year. Somewhat further recessions may naturally ac- 
company the liquidation of old loans and the making of 
new loans which mark the transition from depression to 
business activity. In the United States, in particular, 
the continued increase in the federal reserve ratio, due 
to contraction of discounted bills and accessions of gold, 
will doubtless lead to pressure, which the federal reserve 
banks will find it difficult to resist, for further reduc- 
tions in rates. But seasonal influences during the next 
few months will operate in some measure as opposing 
factors, and even a moderate revival of business will 
tend to harden market rates and to check further re- 
ductions in bank rates. 

This forecast presupposes a determined stand against 
fresh inflation. As a matter of fact, as will be pointed 
out below (p. 315), the temptations to renewed inflation 
promise to be exceptionally strong during the coming 
year, in several countries. If these are not withstood, 
rates may fall appreciably further in the countries con- 
cerned, until another boom forces the return to higher 
rates again. We are not likely to see, in any country, a 

1 Significant evidence on this point, the pertinence of which to the farm- 
ers' complaints is not widely appreciated, appears in a comparison, made by 
the Department of Agriculture, of rates on bank loans to farmers in April 
1913 and April 1921. Although the latter month was one of far greater 
monetary strain and was in a period influenced by higher underlying in- 



policy of currency deflation enforced by persistently 
high bank rates. 

In the United States especial importance attaches to 
the discount policy of the Federal Reserve Board, and 
such is the influence of its example and the consequence 
of its decisions, that its action promises to be of extra- 
ordinary significance. The tremendous influx of gold, 
discussed more fully below, is raising higher and higher 
the reserve ratios of the federal reserve banks; the 
ratio for the system as a whole is nearly 70 per cent 
compared with a legal minimum of under 40 per cent. 
The increase continues unchecked by rate reductions in 
recent months. How much further should rate reduc- 
tions go? What principles shall govern the Federal Re- 
serve Board in determining rediscount rates? For the 
first time in its history the Board faces this problem in 
a period of peace without the domination, as in 1919, 
of treasury requirements. 

Certain conceivable policies have been already dis- 
avowed. Governor Harding has been at pains, in recent 
speeches, to deny that the object of the rate policy has 
been "price deflation" or even currency deflation, and 
would deny any intention to pursue a policy aimed at 
restoring pre-war price levels or pre-war currency vol- 
umes. High rates were established merely to check a 
boom which threatened banking disaster. One may in- 
fer that whatever policy is adopted, it will not avowedly 
be designed to raise prices, or to stabilize prices at 
present levels or any other. 

Messrs. Hepburn and Anderson, of the Chase Na- 
tional Bank, have recently addressed themselves to this 
problem. 2 They conclude that the proper policy is to 
maintain rediscount rates above market rates, as repre- 
sented by "the rate which the great city banks charge 
to those of their customers who deal with several banks" 
— which would involve maintaining existing rediscount 
rates until this market rate falls below them; and "that 
the high Federal Reserve ratio, due to an artificial and 
abnormal excess of gold, constitutes no justification at 
all for reducing rediscount rates." In short, they favor 
a policy of "dear money" and very cautious encourage- 
ment to fresh credit expansion. 

It is to be doubted whether this policy would ma- 
terially alter the course of events which will follow our 
continuing absorption of gold. So long as this continues 
to swell bank reserves it will make for easier money 
directly or indirectly. Fresh gold inflation is altogether 
probable in the United States unless measures are taken 
to reduce the efficiency of gold as reserves — by stimu- 
lating its use in circulation, by retirement of such credit 
currency as United States notes andnational bank notes, 
by some such measures as the stable money advocates 
urge, or otherwise. European countries will look with 
complacency on renewed inflation here, since it would 
tend to improve their exchanges and facilitate their 

terest rates, the comparative figures showed that in most districts rates were 
not materially higher in 1921, and that the average rate changed only from 
7.75 per cent to 7.95 per cent. Monthly Crop Reporter, June, 1921, p. 65. 

2 Chase Economic Bulletin, July 20, 1921, "The Gold and Rediscount 
Policy of the Federal Reserve Banks." 
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borrowing here and reduction in their outstanding in- 
debtedness. On the other hand, few students of the 
monetary history of the past ten years can view with 
satisfaction the renewal, on perhaps even a larger scale, 
of the currency expansion which characterized the war 
years here. But we may expect such expansion unless 
policies not yet expressed are intelligently formulated to 
resist the forces operating in this direction. 

II. EXPANSION AND CONTRACTION OF 
CURRENCY AND CREDIT 

A general view. A bird's-eye view of currency expan- 
sion and contraction since the armistice is afforded by 
Table 3, which shows statistics of central banks and 
currency note circulation for various countries at the 
end of each quarter from September 1918, with com- 
parable figures as of the end of 1913. Since gold parities 



are obsolete, conversion into dollars at pre-war parities 
is illogical and misleading. The significant comparisons 
are of successive figures for individual countries. The 
data for each country are therefore expressed in the 
currency unit of that country. Monthly figures for 
1920 and 192 1, and end-of-the-year figures from 1 913 to 
1920, are given in the latest League of Nations Monthly 
Bulletin of Statistics, from which, in the main, the table 
is condensed. While it is true that in few countries are 
state and bank note issues the sole monetary medium, 
they are quite generally a fairly satisfactory index of 
variations in the circulating medium over periods as 
extended as these. 

The tremendous expansion of note issues during the 
war, as indicated by the various rows of figures in the 
accompanying table, is an old story. The expansion of 
1919, in a few instances following a brief period of 
currency contraction early in the year, has been empha- 



Table 3. — Central Bank Notes and Currency Notes of Leading Countries at Selected Dates, 1913, 1919-21 

Eni-of -month figures, in millions 



Country 



Issue 



Unit 



1913 



1918 



1919 



1920 



March 



June 



Sept. 



Dec. 



1921 



March 



June 



United States . . 



United Kingdom 

France 

Italy 

Germany 

Japan 

British India . . . 
Canada 

Belgium 

Netherlands. . . . 

Denmark 

Norway 

Sweden 

Finland 

Poland 

Switzerland 

Spain 

Portugal 

Austria 

Hungary 

Czecho- Slovakia 
Serbian State . . 
Bulgaria 

Roumania 

Greece % 



F. R. Bank notes 

and other paper 

currency 
Bank of England & 

currency notes * 
Bank notes 
State notes and 

notes of 3 banks 

of issue 
Reichsbank and war 

loan bank notes 
Bank notes 
State notes 
Government and 

chartered bank 

notes 
Bank notes 
State notes and 

bank notes 
Bank notes 
Bank notes 
Bank notes 
Bank notes 
Bank notesf 
Bank notes 
Bank notes 
Bank notes 
Bank notes 
Bank notes 
Bank notes 
Bank notes 
State notes and 

bank notes 
Bank notes 
Bank notes 



dollars 



pounds 

francs 
lire 



marks 

yen 

rupees 

dollars 



francs 
gulden 

kroner 

kroner 

kronor 

Fin marks 

Polish marks 

francs 

pesetas 

escudos 

kronen 

kronen 

cz. kronen 

dinar 

leva 

lei 
drachmae 



2,575 



3° 

5,7i4 
2,782 



2,753 

426 
646 

240 



1,067 
334 

152 
108 
234 
"3 

314 
i,93! 

87 



189 

437 
245 



4,72o 



394 

3i,o55 
13,874 



32,297 

i,i45 
i,47i 

508 



3,210 
i,n6f 

45° 
43 6 
814 

1,156 
1,022 

976 
3,334 

274 



2,709 

2,489 
1,274 



4,786 



444 

37,275 
18,552 



49,39° 

i,555 
1,829 

55i 



4,786 
1,069! 

489 

454 

748 

1,124 

5,267 
1,036 

3,867 
37i 



4,723 

3,307 

4,215 
1,382 



4,768 



435 

37,334 
18,202 



59,022 

1,368 

i,745 

538 



4,947 
1,054 

524 

45o 

742 

i,254 

10,691 

974 

3,843 

400 

15,458 
7,216 

3,579 

4,494 
i,393 



4,865 



464 

37,763 
20,087 



67,728 

i,349 

1,643 

520 



5,284 
1,043 

529 
441 

736 
1,217 

2i,73o 

954 

3,9o8 

447 
16,971 

8,729 

3,778 

4,803 
i,395 



5,067 



463 

39,208 

21,181 



75,203 

1,170 

i,576 

534 



5,736 
1,082 

559 
478 
780 

1,302 

33,204 

99o 

4,114 

533 
22,272 

10,310 
3,96i 

7,867 
1,489 



5, 1 * 2 



481 

37,902 

22,001 



80,958 

i,458 
1,614 

54i 



6,260 
1,130 

557 
492 
760 

i,34i 

49,362 

1,024 

4,326 

611 

30,646 

14,308 

11,289 

3,344 

3,623 

9,486 
1,508 



4,764 



454 

38,435 
21,033 



79,705 

i,i77 
1,662 

484 



6,105 
1,072 

517 

433 

717 

1,476 

74,o87 

985 

4,255 

635 

41,067 

15,650 

10,922 

3,5oo 

3,462 

11,005 
1,603 



4,557 



434 

37,422 
20,428 



84,148 

1,218 
1,718 



6,110 
1,076 

496 
418 
679 

!,399 

102,697 

941 

4,185 

650 

49,685 

18,096 

11,168 

3,746 



11,084? 

i,735? 



* Excluding bank notes held in reserve against currency notes. 
IT Including German, Russian, Austro-Hungarian notes converted into 
national currency. t Yearly average. 



% Including notes of Banks of Crete and Ionian Bank, amalgamated 
1919-20 with National Bank of Greece. Dates by Gregorian calendar. 
§ Middle of June. 
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sized in earlier articles in this Review. The table 
further reveals, however, the continuance of expansion 
through most of 1920, culminating usually late in the 
year. Even in Japan, where there was marked con- 
traction in the third quarter, the end-of-the-year figures 
were nearly as large as at the maximum a year earlier. 
Only in France and Sweden was there a clear reduction 
at the end of the year as compared with the end of the 
third quarter, although in various other countries only 
seasonal influences connected with the turn of the year 
prevented such a reduction. 

During 1921, on the other hand, contraction of cur- 
rency has been general in countries which adopted the 
"dear money" policy. The degree of contraction has 
varied greatly, depending partly upon the enforcement 
of the restrictive policy, more largely upon the extent 
of government dependence upon the banks. It has 
been marked in the United States and Japan, consider- 
able in France, Great Britain and Scandinavian coun- 
tries, and moderate in Italy, Spain, and Bulgaria. Con- 
traction, rather more moderate in extent, is visible in 
some countries which held to a low money rate, such as 
Holland, Belgium, and Switzerland. Nowhere has the 
contraction been extreme; nowhere proportionate to 
the decline in business activity and the fall of prices. 

In a few countries, notably Germany and Czecho- 
slovakia, inflation was held well in check during the 
early months of 192 1, after two years of pronounced 
inflation. Contrary to the popular impression, the 
recent inflation in Germany has been quite moderate as 
compared with that of the two previous years. Inflation 
continues practically unabated in Austria, Hungary, 
Poland, Roumania, Greece, Portugal, and the new 
Serbian state. 

The situation in four leading but diverse countries is 
partially illustrated in the accompanying charts, which 
represent monthly changes since October 1918 in note 
circulation, notes plus deposits, metallic reserves, and 
certain classes of investments, on the part of the central 
banks and allied organizations in the United States, 
Great Britain, France, and Germany. The series are 
plotted on identical logarithmic (vertical) scales. By 
this device relative changes are graphically shown, and 
absolute changes may be read roughly from the scales. 
Since the basic scales used are essentially identical, one 
may correctly compare the fluctuations of series ex- 
pressed in such different units as dollars, pounds, francs, 
and marks; and the relative movements of curves of 
greatly different absolute quantities are readily com- 
pared. 1 At a glance one can see that the contraction 
has been greatest in America, and much more moderate 
in Great Britain and France, while in Germany the out- 

1 On this scale, see further below, p. 322. 

s See our Current Statistics, September, 1921, Part VI, Table 3, and 
chart of weekly data, 1010-21, in Federal Reserve Bulletin, June, 1921, 
p. 672. 

3 See the chart in the financial section of New York Evening Post, August 
13, 1921 and our Current Statistics, September, 1921, Part VI, Table 4. 
The declines are the more noteworthy because of the increase in the number 
of reporting banks. 

4 See chart and discussion in this Review, August, 1920, pp. 226-230. 



standing fact is the very moderate expansion in 192 1 as 
compared with the pronounced expansion in 19 19 and 
1920. 

The United States. Federal reserve bank figures 2 re- 
veal the striking expansion of credits to member banks, 
which stood high throughout 1920 and culminated in 
October at 2,800 million dollars of bills discounted. 
Since then there has been an uninterrupted decline, the 
figure on August 31 being 1,492 millions. Most other 
earning assets have shrunk even more rapidly. Bills 
bought in the open market have declined almost steadily 
since December 1919, when they were 585 millions, and 
are now of negligible proportions. Striking also has 
been the decline in "war paper," or discounted bills 
secured by government war obligations, from a maxi- 
mum of 1,736 millions in November 1919 these have 
shrunk to 545 millions August 31, 1921. In recent 
months the decline has been especially rapid. The figure 
for federal reserve notes in actual circulation continued 
to increase to a maximum of 3,405 millions on December 
24, 1920; it has since declined to 2,481 millions on Au- 
gust 31, 192 1, a reduction of 25 per cent from the figure a 
year previous. Net deposits moved much less consist- 
ently, but have tended moderately downward since 
late in 1919, despite accessions to the system. Since 
April 1920 reserves have been rising, more or less 
steadily, with special rapidity since the latter part of 
1920. The lowest reserve ratio, of 42.5 per cent, was 
reached in February 1920. Since September 1920 it has 
steadily risen, and on August 31 stood at 66.8 per cent, 
as compared with 43.2 per cent a year before. Excess 
reserves, at a minimum of 206 millions on April 30, 1920, 
have risen steadily to 1,204 millions on August 31, 1921. 

A study of reports made by member banks of the 
federal reserve system 3 points to the conclusion that 
the maximum credit expansion really occurred late in 
1 91 9 and early in 1920, but that throughout 1920 there 
was very little contraction. Rediscounts at the federal 
reserve banks, and the sum of such rediscounts with 
bills payable at the banks, reached their maximum in 
November 1920, and have since steadily declined. From 
October 1920 the aggregate loans and investments have 
declined quite steadily, and since December they have 
been less than in corresponding months in the preceding 
year. The member banks have been reducing their 
government security holdings from September 191 9 to 
June 1 921; the recent rise doubtless indicates the end 
of the period of strain and the moderateness of the de- 
mand for fresh accommodation. Deposits remained at 
high levels throughout 1920, but have fallen fairly 
consistently since the middle of 1920. 

The United Kingdom} The British chart shows a 
generally declining level of deposits and currency notes 
in 192 1, and a reserve continuing to climb slowly. The 
Bank of England note issue rises practically pari passu 
with the bank's holdings of coin and bullion (mostly 
gold), which make up all the metallic reserves here 
shown except the £28,500,000 gold and recently £3,000,- 
000 silver held as reserves against currency notes. As 
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gold flows to the Bank, it is piled up in the Issue De- 
partment in exchange for bank notes issued to the 
Banking Department, thence flowing into circulation. 
The statistics of the currency notes, and the reserves 
against them, afford the most illuminating evidence of 
contraction in England. The notes outstanding have 
dropped off considerably. More noticeable, however, is 
the reduction in the "fiduciary" issue, the part un- 
covered by reserves. The policy in vogue, since the 
end of 1919, has been to limit the fiduciary issue of one 
year to the maximum attained in the preceding year, to 
add to the reserves when there is pressure upon this 
maximum and otherwise as convenient, thus to increase 
gradually the ratio of reserves to outstanding notes. 



During 1920, especially in the spring, this pressure upon 
the maximum occasioned considerable additions to the 
reserves. The reserve of Bank of England notes, first 
established in August 1919 as a supplement to the 
£28,500,000 gold, was rapidly increased to £18,300,000 
in July 1920, thereafter more slowly in the second half 
of 1920 to £19,450,000 at its close. This part of the 
reserve remains unchanged at this figure, for since the 
fiduciary issue has been consistently below the maximum 
set for 1921, £317,555,247, there has been no stimulus 
to increase the reserves. In April 192 1, however, with- 
out such pressure there was added to the reserve 
£3,000,000 of silver coin, doubtless of the newly minted 
standard (perhaps representing mint profits on recoin- 
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age?). With the decline in the outstanding notes, 
accompanying declining business, the ratio of the aggre- 
gate reserve to the outstanding notes has risen from 13 
per cent at the end of July 1920 to nearly 15 per cent 
in July 192 1. The fiduciary issue in 192 1 has been con- 
sistently below the figures for corresponding weeks in 
1920. 

France. Several impressive features of the French 
situation are revealed by the accounts of the Bank of 
France. Prominent among these is the rapid increase 
in commercial bills receivable and advances on securities 
which took place during 1920, reflecting the liberal ex- 
tension of credit to meet the financial crisis, and the 
marked decline in the bills receivable (but not advances) 
in 1 92 1. From 3,309 million francs at the end of 
December 1920, bills receivable have fallen steadily to 
2,458 millions at the end of August 192 1, a fall only less 
striking than that of the federal reserve banks. Ad- 
vances, however, which rose at an even more rapid rate 
in 1920, have not fallen appreciably. Hence one can 
understand the policy of the Bank, when it reduced its 
discount rate from 6 to 5! per cent on July 28, in main- 
taining its rate on advances at 6 \ per cent. 

Since September 1920, when the note issue reached 
its maximum at 39,200 million francs, there has been a 
fairly steady decline, to 36,783 millions at the end of 
August. The principal factor in this decline has been 
the reduction in the advances to the state. These, 
under the laws of 1914-20, 1 stood at 26.6 billion francs 
in the last quarter of 1920, but have now fallen slightly 
below 25 billions, the figure set to be reached by Janu- 
ary 1, 1922. The accumulation of a sinking fund, in 
part to be used to reduce these advances further, has 
been another factor of consequence, together, of course, 
with the decline in bills discounted. Deposits have also 
fallen, practically in the same ratio as holdings of bills 
discounted. Meanwhile, metallic reserves have been 
increasing slightly since last September, when a loss of 
1 10 million francs occurred in connection with the re- 
payment of the Anglo-French loan. 

In short, there has been considerable contraction of 
credit and currency in France, following a great expan- 
sion in 1920. The Bank of France followed the best 
banking traditions in meeting the business crisis. Dur- 
ing the ensuing depression the moderate contraction of 
note issues, as compared with that of the federal reserve 
banks, was due to the extent to which government ad- 
vances influence the circulation, but the progress in 
reducing these advances is gratifying. 

Germany. Several noteworthy developments have 
taken place in Germany. By an amendment to the 
bank law passed early in May, the Reichsbank has been 
relieved for three years of the necessity of keeping a 
33! per cent reserve against notes. Since suspension of 
gold payments at the outbreak of war, the Reichsbank 
had formally complied with this requirement by keeping 

'•Exclusive of a pre-war advance of 200 million francs, and of treasury 
bills discounted for advances to foreign governments, which have changed 
only by addition of interest charges. 



in its vaults increasing quantities of war loan bank notes 
(Darlehnskassenscheine), although probably few were 
deceived thereby into thinking these notes could serve 
as a genuine reserve. In consequence of the new meas- 
ure, the Reichsbank has rapidly reduced its holdings 
of war loan bank notes. In April these (including a 
small amount of Imperial Treasury notes) amounted to 
about 24 billion marks; on July 30 they had shrunk to 
5,397 millions and they will soon have practically dis- 
appeared. 

The winding up of the war loan banks is further indi- 
cated by the decline in the circulation of their notes 
outside the Reichsbank. As the chart shows, at their 
maximum in December 1919 and the spring of 1920, 
there were nearly 13,800 million marks of these Darlehns- 
kassenscheine in circulation. Since September 1920 
they have declined almost uninterruptedly, and they 
now stand at about 8 billion marks. Inasmuch as these 
notes figure as currency, their replacement by an equal 
expansion of Reichsbank notes can take place without 
expanding the currency as a whole. 

Further, it will be remarked that during the first four 
months of 1921, currency expansion in Germany was 
almost completely checked. Late in 1920, the increase 
in Reichsbank issues slackened, and in the first few 
months of 1921, the outstanding circulation rarely 
equaled the figure reached at the end of December 1920. 
Meanwhile the war loan bank notes were being retired. 
Thus the currency ceased to expand further. Latterly 
the Reichsbank issue has further increased. At the end 
of July it stood at 77,391 million marks, and at the end 
of August over 80,000 millions, as compared with 
68,805 rnillions at the end of the previous December. 
Taking the eight months as a whole, the increase is at 
a lower rate than in the corresponding period of the two 
preceding years. In view of the decline in war loan 
bank notes by nearly 4 billion marks during this inter- 
val, the currency expansion is very slight as compared 
with earlier years, and even slighter if one considers the 
total of notes and deposits. The recent increases are 
indeed disquieting, but they are far less impressive when 
viewed in the perspection of recent years. They are, 
moreover, frequently exaggerated in the newspaper re- 
ports. Increases arouse loud comment; decreases are 
passed over almost in silence. One is fain to believe that 
the cry of inflation is being employed for speculative 
purposes by those who seek to depress the mark. 

Nevertheless it is true that in Germany the currency 
is at the mercy of government requirements and shifting 
public demand for loans. The treasury has a current 
deficit which it meets chiefly by sale of treasury bills. 
Part of these are sold to the banks or the public, the 
balance discounted by the Reichsbank. Moreover, the 
Reichsbank will rediscount such bills for banks or the 
public on demand. At the end of August over 200 bil- 
lion marks of these were outstanding, of which over 40 
per cent were held by the Reichsbank. During the 
early months of 1921 the expansion of these bills was 
at a lower rate because of improved revenues and the 
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limited reparation payments made, while the bulk of 
the new issues was absorbed by the public or the banks 
— by the public the more willingly in view of the un- 
certainty attending other investments while the indem- 
nity question was in process of settlement, by the banks 
the more readily because their paper profits were so 
large that heavy investment in public securities was a 
politic move. Hence the slight currency expansion in 
these months. Since May, however, government re- 
quirements have necessitated heavier borrowing; the 
public, in need of funds for the new speculative boom, 
has apparently reduced its holdings of treasury bills; 
and as the Reichsbank has perforce increased its invest- 
ments in these bills its own currency has expanded as 
well. 

Here is a vicious circle of serious character. Fear of 
fresh inflation lowers the international exchange value 
of the mark, which in turn increases the burden of Ger- 
many's reparation payments and brings about enlarged 
borrowings from the Reichsbank with the effect of ex- 
panding the currency, while at the same time it stimu- 
lates speculation with the result of reducing the public's 
share of the treasury bills and further increasing the 
pressure upon the Reichsbank for currency expansion. 
Until this circle is broken, or is in a fair way to be 
broken, there is danger of further increases in German 
commodity prices, weakness in exchange, rampant 
speculation, unwholesomely active business, increased 
social unrest, and also of failure to meet reparation 
payments with serious consequences both to Germany 
and to the countries enforcing reparation claims. The 
circle is not likely to be broken until the government 
succeeds in reducing materially its current deficits. 
Hence the urgency of putting into force improved rev- 
enue measures, especially of a kind in which yields tend 
to vary with prices, and of restricting needless govern- 
ment expenditures. Recent measures, increasing the 
coal tax and raising railway rates, are merely the begin- 
ning of steps necessary to cope with the situation. 
Progress in this field is slow and discouraging. 

Nevertheless, it must be remarked that Germany's 
currency disorders and fiscal deficiencies, though ex- 
ceedingly troublesome, are by no means fatal. Quite 
conceivably Germany may be unable to meet all of her 
reparation payments on time, at least in the first year 
or two: the figure was frankly set at a point which it 
was believed she could reach only with the best of 
efforts. Quite conceivably the effort to meet them may 
entail further inflation, further depletion of Germany's 
gold reserve, and further depreciation of the mark for 
a time. For Germany, as for several other countries, 
the day of balancing budgets and restoring a gold 
standard, even on a revised parity, lies well- ahead. The 
interval will be full of difficulties and delicate situations. 
Governments may rise and fall. 

But when all this has been said, there are positive 
factors of large weight to be taken into account also. 
The reparation terms, so long an unsettling factor, are 
at least agreed upon. Modifications in them, if neces- 



sary, are likely to be made with far less disturbance 
than reaching the original agreement entailed. Peace 
with her late enemies is becoming more than a name. 
Economically Germany is recovering from the war: 
crop acreage expands and yields improve; five stock 
is increasing normally; the industrial machinery is 
pretty well readjusted to peace time conditions; es- 
sential business readjustments are taking place; foreign 
trade relations are being reestablished; outputs are 
being increased; the population, though far from happy, 
is working doggedly and effectively; with the Russian 
economic collapse in view, a Bolshevist revolution is 
not to be expected from the German workmen. We 
may well discount the views of those who, seeing the 
artificial stimulus to industry and speculation afforded 
by inflation and the decline of foreign exchange, rate 
Germany the most prosperous country in Europe. We 
may remind those who expect German competition to 
ruin the world that at its maximum the German pro- 
ductive capacity has limits, in quantity and quality. 
But after the experiences of 1919 and 1920 it is difficult 
to agree with those who prophesy Germany's economic 
collapse because of a few weeks' currency expansion 
and a sagging of the exchange. If, in fundamental 
economic particulars, Germany is improving, the less 
fundamental financial readjustments will somehow be 
made. The lack of these still hampers her economic 
advance, but it has not yet prevented a measure of 
recovery. 

Italy. In Italy credit expansion for government and 
private account prevailed throughout 1920 and for 
private account in the early months of 192 1, as shown 
by the following quarterly figures, in millions of lire: l 





Four Leading 
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Loans 

and 

discounts 


Deposits 


Loans 

and 

discounts 


Commer- 
cial cir- 
culation 


Circulation 

for account 

of state 


Total 
circu- 
lation 


1920 Mar. 31 


14,421 


*3,397 


5,322 


5,478 


10,454 


15,932 


June 30 


14,996 


14,060 


6,784 


7,484 


10,333 


17,817 


Sept. 30 


IS,6S3 


14,824 


6,628 


8,231 


10,682 


18,913 


Dec. 31 


16,538 


15,801 


7,074 


8,988 


10,743 


19,731 


192 1 Mar. 31 


17,096 


16,425 


7,144 


9,234 


9,531 


l8,76S 



Loans and discounts, and deposits of the four leading 
private banks show continuous expansion up to the end 
of April 192 1. Loans and discounts, and commercial 
circulation of the banks of issue continued to expand 
until February or March, and have not fallen materially 
since. On the other hand, owing chiefly to the sale of 
short-time treasury biUs outside the banks of issue, the 
state has reduced its advances from these banks since 
late in 1920, and the reduction has been so considerable 
that not only the circulation on account of the state, 
but total note circulation as well, has decreased materi- 
ally. On June 20 the total bank note circulation stood 

1 Federal Reserve Bulletin, June, 1921, p. 765, August, 1921, p. 1021; 
Economist, August 6, 1921, p. 225. 
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at 18,159 million lire, the lowest figure for nearly a 
year, compared with a maximum of 19,731 at the end 
of 1920. Indeed, in Italy as in France, advances to the 
state are less than at any time in the last two years. 
Meanwhile the circulation of state notes has been 
practically stationary at 2,270 million lire. No doubt 
in part the expansion of the private circulation repre- 
sents merely an effect of the contraction in the circula- 
tion on account of the state, for discounts secured by 
new treasury notes are added to ordinary commercial 
discounts. But the decline in total circulation is signifi- 
cant of genuine currency contraction. 

Other countries. Figures for other countries show 
evidences of contraction. Thus the Netherlands Bank 
has considerably decreased its discounts in the past 
year. In Sweden, the joint stock bank discounts with 
the Riksbank have been declining since September 1920, 
and with them its note circulation. Loans and dis- 
counts of these banks, rising under seasonal pressure 
to the end of 1920, have since steadily declined. 1 Since 
April 192 1 the Swiss Bank discounts and advances 
have been materially less than in most of the preceding 
year except in the unsettled months of February and 
March 1921. Note circulation has also averaged lower, 
about 905 million francs in June and July, compared 
with 931 in May, 947 in April, and 944 in March. Notes 
plus deposits while fluctuating erratically have also 
ranged lower. In Japan, on the other hand, there are 
evidences of new increases in credit and currency dur- 
ing the past summer, perhaps already checked. 

Government pressure. A favorable feature of the past 
year, as we have noted, has been the relaxation in gov- 
ernment pressure upon the banks in several countries, 
as indicated by reductions in advances by the banks to 
the state. In the United States the holdings of govern- 
ment securities bymembers of the federal reserve system 
were reduced by one-third during 1920. The reduc- 
tion in treasury certificates outstanding during that 
year largely relieved the banks rather than the public. 2 
In Great Britain, the advances by the Bank of England 
have ranged considerably less, until forced up by cir- 
cumstances attendant upon the coal strike. The reduc- 
tions in France and Italy have been noted. 

It is premature to offer too hearty congratulations 
upon these achievements. Private demand for funds 
is temporarily slack, therefore private funds are avail- 
able for absorption of treasury bills in larger quantities 
than they may be when business revives. In most 
countries floating debts continue to increase, and else- 
where their reduction during the past year has been 
moderate. Here, for example, treasury certificates out- 
standing at the end of August 192 1 were 2,770 million 
dollars as compared with 2,830 a year earlier. 3 In Great 
Britain the coal strike led to reductions in revenues and 

1 Federal Reserve Bulletin, August, 1921, pp. 1021, 1022. 

2 See our Current Statistics, September, 1921, Part IV, Tables 4 and 5. 

3 See ibid., Part IV, Table 5. 

4 Economist, August 27, 1921, p. 326. 

' Bankers' Magazine, August, 1921, p. 191. 
6 Economist, July 9, 1921, pp. 42, 43. 



increases in expenditures whose effect has not yet been 
fully reflected in the statistics, but the floating debt had 
risen by August 27 to 1,347 million pounds, as compared 
with 1,249 millions on August 28, 1920, and 1,275 mu ~ 
lions on March 31, 192 1. 4 In France and Italy the 
floating debt, chiefly represented by French national 
defense bills and their Italian equivalent, have in- 
creased much more. Since the French 6 per cent loan 
of last October, no important consolidated loans have 
been offered. Two or three British attempts to con- 
solidate floating or short-dated debt, or to convert it 
into securities of later maturity, have had very indiffer- 
ent success. Thus only £163,000,000 of 5 per cent 
National War Bonds (out of £632,000,000 eligible) were 
converted last June into some £265,000,000 of an ap- 
parently attractive 35 per cent conversion loan; 5 and 
the outlook for subscriptions to the 5 J per cent treasury 
loan maturing April 1, 1929, offered July 5, 1921, is not 
considered promising. 6 

In Germany, as we have seen, the government pres- 
sure upon the Reichsbank continues. In eastern Europe 
the pressure continues with unabated force. The direct 
influence of this government borrowing upon inflation 
is well illustrated by the following quarterly figures, in 
million Polish marks, from the monthly statements of 
the Polish National Bank. The bank advances more 
and more heavily to the government, chiefly in the 



Date 


Advances 

to the 

government 


Private 
loans and 
discounts 


Notes 

in 

circulation 


Government 
and other 
accounts 


1020 Sept. T.o 


30,625 
59,625 

93,625 
130,625 


2,197 
4,6ll 

5,527 
6,864 


33,204 
49,362 

74,087 
102,697 


11,691 
20,434 

25,047 
33,969 


Dec. 31 


1921 Mar. 31 


June 30 



form of notes; note circulation accordingly increases; 
and, with increasing currency expansion, private loans 
and discounts also increase. This is essentially financing 
by the printing press, no less truly than if the state 
directly printed the notes it uses. Substantially the 
same process is taking place in other countries of east- 
ern Europe. 

Reserve ratios. The consequence of the contraction 
in loans and the increase in reserves, where these have 
occurred, has been an increase in reserve ratios. The 
accompanying chart shows graphically a comparison of 
federal reserve ratios with somewhat corresponding 
ratios of metallic reserves to the sum of notes and de- 
posits for the Bank of France, the Bank of England 
(both departments), and the combination of the Bank 
of England notes and reserves with currency note 
figures ("British central reserve"). It will be noted that 
the Bank of England ratio has been 50 per cent or over 
several times in 1921 and, except at the end of 1920, has 
not fallen below 46 per cent for a year or more. The 
British central reserve ratio, now approaching 30 per 
cent, continues its gradual rise, owing to the moderate 
increase in reserves at the Bank and the treasury, and 
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the moderate decline of deposits and currency notes. 
This ratio is in some respects the most significant of 
the British ratios; it corresponds roughly to the pre- 
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Chart III. — Four Central Reserve Ratios, 1918-21 

war ratio of the Bank of England (both departments), 
which generally ranged between 40 and 50 per cent. 
The ratio of the Bank of France has risen slightly during 
the past year, chiefly owing to the decline in the note 
issue, but remains under 15 per cent of the outstanding 
notes and deposits, as compared with between 60 and 
70 per cent before the war. 1 

Corresponding ratios for Japan and late European 
neutrals would show similar increases, marked in the 
case of Japan, moderate elsewhere. In Germany, of 
course, the ratio has been fairly stationary in the last 
few months but is exceedingly small. It is still lower 
in countries of even smaller gold reserves and more 
excessive inflation. 

The question has been raised whether, in reaching 
these percentages for foreign banks, allowance should 
not be made for the depreciation of the paper. It is 
indeed true that the gold is expressed in its pre-war 
terms, while the notes and deposits in most countries 
are depreciated, hence the ratios are, strictly speaking, 
ratios between incommensurable quantities. For this 
reason the significance of the ratios is impaired except 
where, as in the United States, the notes and deposits 
are now convertible into gold. It is doubtful, however, 
whether any attempt to adjust the ratios is worth 
while, so long as no new parities between gold and notes 
are established. As they stand, the existence of small 
or infinitesimal ratios points to the difficulty or even 
hopelessness of restoring convertibility into gold at 
pre-war parities; while the rise of ratios toward pre- 
war figures indicates greater possibility of restoration 
of convertibility of paper money at old parities. 

Prospects of renewed expansion. While, therefore, 
moderate currency contraction has been prevalent in 
leading countries during the past year, there are already 



numerous indications that the coming year will witness, 
in several countries, strong pressure for fresh currency 
expansion. 

In the United States, the influx of gold bids fair to 
continue. At least we may expect the addition to our 
central reserves for the near future of practically all 
the world's new gold except what is used in the arts. 
We are likely to continue to absorb some further 
quantities that have been in hiding. The adoption of 
sound and feasible currency policies in Japan, Spain, 
and some other countries of large gold holdings would 
release additional gold to us. There are likely to be 
occasional if not persistent repetitions of our experience 
in drawing gold from the reserves of the Reichsbank, 
Bank of France, and similar institutions. This gold, 
adding to the stock of the federal reserve banks, will 
raise still further their large reserve ratios and make it 
entirely feasible for them to reduce discount rates 
further while ensuring the maintenance of a gold stand- 
ard. The pressure for this will be stronger because of 
the view that lower money rates will stimulate business 
revival. In a word, we face the possibility of another 
period of gold inflation, such as occurred during the 
war. Because it will be less influenced by government 
considerations, there is likelihood of its being more 
restrained than during the war, but the effects upon 
prices and cost of living would be similar. If the Federal 
Reserve Board is guided by purely banking considera- 
tions or by typical pressure from business interests 
which believe in as easy money as possible, this will 
occur. As indicated above, probably only the formula- 
tion of new policies will prevent. 

In Japan, as in the United States, the possession of 
huge reserves makes also for a revival of gold inflation, 
although this tendency would be partially offset if the 
gold embargo were removed. 

In England the renewed increase in treasury bills, 
the ill success in converting the floating debt, and the 
fiscal pressure arising from reduced revenues, unem- 
ployment bonuses, railway deficits, coal strike settle- 
ment fund, and so. on, coupled with a growing feeling 
that trade revival must be stimulated by whatever 
means, all tend toward renewed currency expansion; 
though the accepted view, in banking and official 
circles, that the gold standard must be restored at the 
old parities, would call for resistance to expansion if 
not a gradual contraction. 

In France, for several months, there have been in- 
creasing complaints against the deflation policy, and 
Germany has been pointed to as a country which pros- 
pers by inflation. Moreover, the financing of recon- 
struction, almost as insistent as the war requirements, 
exerts strong pressure for funds, and unless the German 
payments ease the burden sufficiently the inflationists 
may win the day. 

In Germany, the necessity of meeting reparation pay- 
ments will operate, until fiscal revenues have been 

1 See this Review, August, 1920, p. 222, for the same data carried back 
to 191 1, and accompanying discussion. 
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adequately enlarged, to increase the floating debt and 
thereby, in some measure, to expand the currency. 
Undoubtedly, certain financial interests there, though 
not the sounder and most far-sighted ones, contemplate 
complacently the failure to meet the reparation pay- 
ments, the fall of the government, and further inflation; 
and are not unwilling to do what they can to bring these 
things to pass. 

Thus far, it must be said, the central banks and gov- 
ernmental authorities are holding firmly to the policy 
of resisting fresh currency expansion. But it is question- 
able how long they will be able to do so. 

III. GOLD RESERVES, POLICIES, AND 
MOVEMENTS 

Central gold holdings. Among the outstanding events 
of the war, in the field of banking and currency, was a 
remarkable mobilization of gold in central reserves. 
Hoarding by individuals probably figured less than in 
most preceding wars. Banks and individuals were led, 
by quiet pressure, by public opinion, or by more forcible 
measures, to yield most of their gold stocks to central 
banks or government treasuries. In consequence of 
absorbing nearly all the gold formerly in the banks or in 
circulation, together with new gold output less indus- 
trial consumption, the central gold reserves probably 
increased at least 50 per cent in the years 1914-18. The 
mobilization was characteristic of neutral as well as 
belligerent countries, and of outlying belligerents like 
Japan, Canada, and the United States, as well as of 
the warring nations of Europe. The same process has 
continued since hostilities ceased, and no reversal is yet 
visible. 

Prima facie, it would seem a simple task to gather 
and present satisfactory figures of these central reserves, 
inasmuch as statements of central banks are so common- 
place. Investigation proves, however, that at many 
points there is grave danger of omission or duplication, 
and that data are lacking for several important ele- 
ments. Moreover, the war-time practice of central 
banks in counting as reserves earmarked stocks of gold 
held abroad has been so great that statistics of gold 
exports and imports do not readily check statistics of 
redistribution of reserves. From one viewpoint, per- 
haps, it is of moment to know the geographical location 
of monetary stocks; but in peace time, at least, this is 
of far less consequence than knowledge of the distribu- 
tion of ownership. In London, for example, there were 
in 1920 earmarked gold reserves of the British Treasury, 
the Bank of England, the Indian government, the 
Bank of France, the Canadian chartered banks, and 
the federal reserve banks, all in considerable amounts; 
while the Bank of England gold reserves were partly in 
Canada. Such earmarked funds must not be confused 
with foreign bills of exchange, deposit credits abroad, 
or gilt-edged securities in foreign countries, which several 
central banks count as part of their "gold" or "specie" 
reserves. To include the latter is to overstate the world's 



central gold holdings; to exclude earmarked funds held 
abroad is to understate them. 

Furthermore, account must be taken of government 
holdings as well as bank reserves. Here care in dis- 
entangling is necessary. The Canadian "central gold 
reserves" consist largely of Dominion notes, but the 
Dominion Treasury holds a considerable gold reserve 
against these notes. The United States Treasury and 
the federal reserve banks both include in their stated 
gold holdings the great gold settlement fund. The re- 
demption fund for federal reserve notes (but not for 
federal reserve bank notes), which counts as part of the 
gold reserves of the federal reserve banks, is even in- 
cluded in the "available gold" reported by the federal 
treasury. In the monthly treasury statement of the 
distribution of the monetary stock of the United States, 
there are included in gold coin "held in United States 
Treasury as assets of the Government," reserve funds 
against issues of United States notes and treasury notes 
of 1890, and redemption funds held against issues of 
national bank notes, federal reserve notes, and federal 
reserve bank notes, but not gold cover for gold certifi- 
cates outstanding. 

Finally, published data for various countries include 
under a single caption gold and silver and even other 
coin; sometimes even other cash assets. In such cases 
it is necessary for the investigator to estimate, or rely 
upon other estimates of, the portion of the reserve 
which is not gold. The margin of error is considerable 
in several cases, but fortunately it is too small to figure 
heavily in the aggregate. 

Most summaries of the world's central gold reserves 
are defective because of failure to solve one or more of 
these statistical problems, or by confining attention 
largely to the reserves of central banks exclusive of 
governments. 1 The accompanying table represents an 
attempt, not fully successful, to cope with these diffi- 
culties, so far as concerns countries holding the larger 
gold reserves. A few comments must be made. The 
United States figures include gold held by the federal 
reserve banks and the treasury, inclusive, during part 
of 1919 and 1920, of earmarked gold held in Amsterdam 
and London, but excluding all duplications. The Brit- 
ish figures include gold in both departments of the Bank 
of England and, since the war, £28,500,000 of gold held 
as reserve against the currency notes and a small amount 
of silver coin held by the Banking Department of the 
Bank. The Bank of France figures include, from 1918, 
earmarked gold held at the Bank of England as security 
for advances to the French government, amounting 
to some 2 billion francs. The Italian figures include the 
treasury reserve, latterly of about 161 million lire, and 

1 This is true, for example, of the weekly statement in the Commercial 
and Financial Chronicle, which affords a ready comparison for the more 
accessible elements and employs certain estimates to exclude the non-gold 
elements from reserves of mixed specie. In part the criticism applies to the 
summaries, as of the end of the year since 1900, published in the Federal 
Reserve Bulletins for February, 1010, February, 1920, and June, 1921, which 
exclude most, but not all, of the earmarked gold reserves held abroad; and 
to the useful summaries in the Monthly Bulletin of Statistics recently taken 
over by the League of Nations from the defunct Supreme Economic Council. 
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Table 4. — Central Gold Reserves of Leading Countries, Quarterly from September 30, 1918, with 

Comparative Figures for December 31, 1913 

Millions of dollars 



Date 


United 
States 1 


United 
King- 
dom' 


France 3 


Italy < 


Ger- 
many 6 


Japan 6 


British 
India 7 


Java 


Canada 8 


Spain 9 


Bel- 
gium 10 


Nether- 
lands u 


Den- 
mark' 2 


Nor- 
way 13 


Sweden 14 


Switzer- 
land' 6 


End of 


































1913 Dec. . . 


692 


170 


679 


288 


336 


65 


155 


10 16 


161 


92 


48 


61 


20 


13 


27 


33 


19 14 June . . 




194 


767 




368 










102 




65 










19 18 Sept. . 


2173 


487 


1049 




583 










424 




285 










Dec. . . 


2244 


524 


1057 


244 


539 


226 


96 


52 


201 


430 




277 


52 


33 


77 


80 


1919 Mar. . 


23IS 


553 


1069 




456 






70 




436 




269 


5° 


33 


77 


81 


June . . 


2295 


566 


1071 




266 


221 








438 




264 


5° 


39 


78 


9i 


Sept. . 


2195 


568 


1076 




261 


262 








465 


51 


254 


50 


39 


81 


9 1 


Dec. . . 


2091 


583 


1077 


23O 


260 


35° 


193 


68 


207 


472 


51 


256 


6l 


39 


75 


100 


1920 Mar. . 


2000 


685 


1077 


23O 


260 


341 


233 




184 


473 


51 


254 


6l 


39 


70 


102 


June . . 


20I2 


712 


1078 


232 


260 


373 


223 




181 


473 


51 


256 


6l 


39 


70 


103 


Sept. . 


2044 


738 


1057 


232 


260 




176 


89 


180 


473 


51 


256 


6l 


39 


75 


104 


Dec. . . 


22l6 


763 


1061 


235 


260 


552 


Il6 




184 


474 


52 


256 


6l 


39 


76 


105 


192 1 Mar. . 


2395 


763 


1062 


236 


260 




Il8 


90 


168 


478 


52 


250 


6l 


39 


76 


i°5 


June . . 


2622 


763 


1065 




260 


595 


119 






480 


52 


244 


6l 


39 


76 


105 



1 Treasury and federal reserve banks. 

2 Bank of England and currency notes reserve, including a small amount 
of silver held by the Banking Department of the Bank of England. 

3 Bank of France, at home and abroad. 

4 Treasury and 3 banks of issue, including some silver held by the 
treasury. 

6 Reichsbank and Imperial war chest. 



6 Specie reserves held in Japan, including some silver. 

7 Government, at home and abroad. 

8 Government and chartered banks, at home and abroad. 

9 Bank of Spain. 13 Norjes Bank. 

10 National Bank of Belgium. M Swedish Riksbank. 

lr Netherlands Bank. 16 Swiss National Bank. 

12 National Bank of Denmark. 16 March 31, 1914. 



including some silver, with the gold holdings of the 
three banks of issue. With the Reichsbank figures are 
included, for the pre-war date, the 240 million marks of 
gold held in the Spandau war chest and transferred to 
the Reichsbank early in the war. The Japanese figures 
are not those of the Bank of Japan, which include cer- 
tain gilt-edged securities held abroad, but the so-called 
"specie reserves" held at home, as reported at intervals 
by the Department of Finance; these comprise chiefly 
gold, but also some silver, held largely, if not wholly, 
in the Bank of Japan. Canadian figures include reserves 
of the Dominion government as well as of the chartered 
banks, and the part of the latter held abroad (in Lon- 
don) as well as that held in Canada. 

The table is not comprehensive, hence no totals are 
given. The chief omissions may be mentioned. The 
Argentine gold reserves are stated by the Federal Reserve 
Bulletin to have been $225,000,000 at the end of 1913 
and to be twice as large now, both exclusive of appreci- 
able amounts in the conversion fund of the Banco de 
la Nacion which probably should be counted as part 
of the central gold holdings. The gold reserves of the 
Russian State Bank amounted at the end of 1913 
to some $786,800,000, of which, since the war, none 
can properly be counted as a central gold holding. The 
Bank of Austria-Hungary, at the end of 1913, held 
some $251,421,000, which had been reduced by the 
end of 1918 to $53,074,000; now an even smaller 
amount is divided among the several central banks 
which have succeeded the central bank of the Austrian 



Empire. The Bank of Roumania in 1913 held $29,- 
242,000, but nearly all of this was transferred "for safe 
keeping" (!) to Russia during the war and has not 
since been recovered. Lesser countries hold relatively 
small amounts, accurate details of which are usually 
difficult to obtain. 

In the aggregate, central gold reserves today are 
probably double the figure for 1913. Broadly speaking, 
nearly every country increased its central gold hold- 
ings during the war, and still further since the close of 
hostilities. The exceptions are Russia, Austria- 
Hungary, and Roumania, whose gold reserves have 
been largely dissipated; Italy and Belgium, whose re- 
serves have declined by a comparatively small amount; 
and Germany, whose reserves, if we include the Spandau 
treasure in the 1913 figure, have fallen by 30 per cent. 
The largest central reserves today are in the following 
countries, ranking in the order given: the United 
States, France, Great Britain, Japan, Spain, and Argen- 
tina, with Germany, Italy, and the Netherlands in a 
group somewhat below, and Canada, British India, 
and Switzerland following after. No other country has 
a gold reserve exceeding $100,000,000. 

Since the armistice the American holdings have fluctu- 
ated considerably, but have more than recovered the 
losses in 1919-20; the British reserves have steadily 
increased, principally by accessions of new gold and the 
reserves of the joint stock banks; Japanese, British In- 
dian, and Argentine holdings have increased even more, 
chiefly by accessions derived from foreign balances built 
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up during the war; and Spanish and Javan holdings have 
increased considerably, though somewhat less, for simi- 
lar reasons. 

The outstanding changes during the past year have 
been the steady and tremendous growth of the United 
States holdings and the growth in the Japanese hold- 
ings to the end of 1920, neither offset by correspondng 
reductions of central reserves elsewhere. The French 
reserves dropped slightly in the third quarter of 1920, 
and the Dutch and Canadian in the first half of 192 1. 
But, on the other hand, increases aggregating as much 
appear in the British, Spanish, Swedish, and Swiss 
reserves, mainly in the third quarter of 192c*; while 
the French reserves have gradually recovered a good 
part of their loss. The only important reductions are in 
the Indian reserves, which remain much greater than 
at the end of 1913 or 1918. 

The Japanese reserve situation, which is little under- 
stood, merits special comment. It is revealed most 
clearly not by the statement of the Bank of Japan, but 
by statements issued at intervals by the Department 
of Finance showing the amount of the so-called "specie 
reserves" held by the bank and the government, the 
total being further subdivided as between holdings at 
home and holdings abroad. 1 Semi-annual figures for 
these are shown in Table 5. The amount held in Japan 

Table 5. — Japan "Specie Reserves," 1918-21 * 
Million Yen 



Date 


Held in 
Japan 


Held 
abroad 


Total 


Bank of 
Japan 


Japanese 
government 


1918 Dec. 31 


453 


"35 


IS88 


733 


85s 


1919 June 30 
Dec. 27 


443 
702 


1243 
*355 


1686 
2057 


731 
1006 


955 
1051 


1920 June 30 
Dec. 27 


749 
1 107 


1 163 
1076 


1912 
2183 


1014 
1294 


898 

889 


192 1 June 30 


1 194 


964 


2158 


1304 


854 



* Compiled from the Commercial Supplement of the Japan Weekly 
Chronicle. 

consists chiefly of gold in the vaults of the Bank of 
Japan, and this is the significant figure for comparison 
with other countries. The reserves held abroad are not 
specie at all, but mainly gilt-edged, short-term securities 
in London and New York. Until recently, as the table 
implies, the reserves of the Bank of Japan included 
considerable amounts of these foreign bills or other 
securities. These the Bank has been gradually con- 
verting into gold. Thus in the last four months of 1919 
the total holdings abroad amounted to around 1350 
million yen; on June 30 last they had fallen to nearly 
950 millions. The holdings in Japan have risen con- 
tinuously by a much larger amount from a low point 
of 443 million yen on June 30, 1919 to 1,194 million yen 
two years later. The balance, 750 million yen, repre- 
sents roughly the excess of gold imports, due partly to 
this conversion of foreign holdings and partly to bal- 



ances on other accounts, settled in gold. 2 It may be 
inferred that the present holdings abroad are largely the 
property of the Japanese government, and in a sense 
may be set off against the government foreign debt. 

Gold policies. Suspension of gold redemption of cen- 
tral bank notes and deposits continues except in 
America, even in countries with relatively large gold 
reserves. International gold movements remain, in 
general, under strict control. Most of the central banks 
persist in policies of accumulating gold as opportunity 
affords, and of refusing to let it go. Even Japan, with 
huge gold holdings and large balances yet abroad, 
placed an embargo upon gold exports when, late in 1920, 
the inward movement was being reversed. 3 This em- 
bargo is being maintained although Japanese exchange 
on New York has been at a discount of several points 
for a considerable period. The few exceptions to the 
restrictive policy on gold exports are worth noting. 

Since June 19 19 the United States has permitted 
freedom of import and export. For some months after 
gold exports were allowed, while redemption of cur- 
rency in gold was permitted, the official policy dis- 
couraged withdrawals of gold for circulation. Since 
the passage of the monetary strain and with the tremen- 
dous influx of gold into the States, this policy has been 
silently abandoned. Today gold is reappearing in cir- 
culation to a moderate extent. 

Since late in 1919 the British government has per- 
mitted the export of new gold, and the bulk of the re- 
corded exports from the United Kingdom represents the 
outgo of this fresh produce of the mines which flows to 
London from South African and Australian mines. 
Another significant item consisted of German gold paid 
for American foodstuffs delivered during the armistice 
and held for some months by the Bank of England as 
custodian for the federal reserve banks. Early in 192 1, 
the government relaxed its restrictions upon export of 
other imported gold, of which the chief element has 
been Russian gold received chiefly after assay at the 
Swedish mint. Earlier this gold, refused license for 
export, had been sold to the trade at prices considerably 
below the market price of new gold. The recent gold 
exports from the United Kingdom, therefore, consist 
chiefly of new gold and of Russian gold which has 
flowed to London. This explains why the British cen- 
tral gold reserves, even after the completion of the 
transfer of the gold holdings of the joint stock banks, 
do not cease to rise even in the face of huge exports. 

1 For semi-monthly data from June iqiq to June 1920, see this Review, 
August, 1920, p. 232. The note to that table gives the erroneous inference 
that the holdings abroad consist largely of earmarked gold. 

2 Japan has normally an excess of imports over exports, signifying a 
favorable balance on invisible items of trade, such as shipping services. The 
large excess of imports in the last two years (see Federal Reserve Bulletin, 
e.g., July, 1921, p. 849) is explained partly by this fact, partly by the gold 
imports which are frequently included with the trade items in the pub- 
lished summary figures. 

3 The American figures show that we were exporting gold to Japan until 
the middle of December 1920. Late in January, however, an import of 
$2,053,215, was received from Japan, and in the middle of February a 
further $155,019. Since then no movement between the two countries has 
occurred. 
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The French government has followed the lead of the 
British, with similar results. Thus, despite large 
American imports from France, the gold reserve of the 
Bank of France has steadily increased except in Septem- 
ber 1920, when 80 million francs were drawn from its 
vaults and 30 millions from the holdings at the Bank 
of England and remitted to the United States in part 
payment of the Anglo-French bonds. Increases in Bank 
of France holdings, however, are due chiefly not to 
new gold but to old gold absorbed from hoards or the 
arts. 

Between March 21 and May 2, the gold reserve of 
the Netherlands Bank dropped from 636 to 606 million 
florins, in consequence of a policy of building up its 
diminished supply of foreign bills, which had fallen 
from a high point of 71 millions in May 1920 to a low 
of 19 millions in March 192 1. Moreover, the Bank has 
reduced its silver holdings since February 1 by half 
(from 22.6 millions to 11.2 millions on July 25), since 
the withdrawal of small (1 florin and 2§ florins) silver 
notes from circulation permits the sale of silver hitherto 
used as cover for these notes. 1 Undoubtedly this policy 
has tended to check, though it has not prevented, the 
decline of guilder exchange. 

Since June 1 the Reichsbank has been buying gold, 
at prices fixed from week to week to correspond with 
the world market prices, to procure it, primarily from 
domestic hoards of German or foreign origin, for use in 
reparation payments. On June 1 the rate fixed was 
260 paper marks for a 20-mark gold coin, and 37,000 
paper marks per kilo of fine gold, roughly 13 times the 
pre-war standard price of 2,789 marks per kilo; early 
in August the rate stood at 17 times, early in Septem- 
ber at 20 times, the pre-war standard. 2 Recent im- 
portations of gold from Germany, while the Reichsbank 
gold holdings remained stationary, indicate that already 
the measure has had some success. It is, however, 
problematical how much hidden metal can thus be ex- 
tracted, when its possessors refused to respond to pres- 
sure and patriotic appeals during the war. Reports of 
the Reichsbank early in September indicate that the 
bank had to draw upon its gold reserve for 68 million 
marks to supplement purchased gold in its reparation 
remittances due August 31. 

It is hardly accurate to speak of these developments 
as indications that gold embargoes are being removed. 
The embargoes have seldom been absolute, and the 
most that can be said is that there is a gradual relaxing 
of the extreme restriction of gold movements which 
prevailed in the latter part of the war. No free gold 
market yet exists except in the United States, and 
nowhere else can gold be freely obtained for paper 
currency. 

1 Federal Reserve Bulletin, July, 1921, p. 812. 

2 Economist, June 11, p. 278, July 2, p. 15, August 6, p. 223. 

3 An excellent discussion of gold movements to and from the United 
States, up to April 30 last, appears in the Federal Reserve Bulletin for June, 
1921, pp. 676-681. See also a circular of the Guaranty Trust Company of 
New York, The Gold Situation, which traces the movements during 1919. 

4 Monthly figures are given in our Current Statistics, September, 1921, 
Part VI, Table 9, and the corresponding table in earlier issues. 



Gold movements. Since the international gold move- 
ments today are chiefly to and from the United States, 
we may confine our attention in this connection pri- 
marily to American imports and exports, with some 
reference to sources and destinations. 3 The broad facts 
are shown graphically, monthly from November 19 18, 
on the accompanying chart, which continues through 




Chart IV. — United States Gold Imports and Exports, 
Monthly, from November 1918 

August 1 92 1, a chart in the Federal Reserve Bulletin 
of June 1920. 4 As indicated, the bars above the zero 
line represent imports, the bars below, exports, and 
the solid black portions represent, as the case may be, 
excess of imports or exports. 

Four distinct periods are visible. (1) Since the Ameri- 
can embargo on gold shipments was not removed until 
June 1919, and foreign restrictions were unrelaxed, both 
imports and exports were very small in the first few 
.months after the signing of the armistice. (2) From 
June 1919 to April 1920 imports were small and exports 
exceedingly large; the net exports amounted to 405 
million dollars, an average of over 40 millions a month. 
(3) The five months from April to August 1920 were a 
period of transition, in which, while imports predomi- 
nated, the net balance amounted to only 22 million dol- 
lars. (4) From September 1920, gold exports decreased 
until in 192 1 they have been almost negligible, while 
imports have been exceedingly large. In the twelve 
months from September 1920 to August 192 1 the excess 
of imports has been 669 million dollars, a monthly 
average of nearly 56 millions. Since the armistice, 
therefore, our net gold imports have reached nearly 300 
million dollars. Moreover, there is no hint of a slacken- 
ing of the movement. The August excess of imports 
is only slightly exceeded by the record figures for Octo- 
ber 1920 and March 1921; it is larger than July and 
July was larger than June. 
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The huge net exports of gold from June 191 9 to 
March 1920 represent mainly 

the payment of accumulated balances to South America and 
the Orient, which owing to the embargo on gold could not be 
paid during the war. Much of this outflow did not represent a 
change in; the ownership of gold after the armistice, because 
most of the gold was held by foreign interests in America await- 
ing the removal of the embargo. Thus, Argentina had a credit 
of about $80,000,000 in this country against which notes had 
been issued in Argentina and which was used after the war to 
adjust trade balances. Japan had large gold credits in this 
country, and the Netherlands had "earmarked" gold which was 
shipped out after the movement of gold was reestablished. The 
gold movement from the United States after the removal of 
the embargo was thus the cumulative result of adverse trade 
balances incurred during the war, or somewhat in the nature 
of the withdrawal of deposits. 1 

Hence, as detailed figures by countries of export or 
destination show, the movements were principally to 
Spain in Europe, to Argentina, Uruguay, Mexico, and 
Venezuela in this hemisphere, and to various Asiatic 
countries, notably Japan, China, British India, and the 
Dutch East Indies. 

The turn of the tide, in the summer of 1920, reflects 
the gradual exhaustion of these foreign balances and 
the increasing dominance of other factors which existed 
earlier but were temporarily overborne. Because of 
current trade balances and accumulated indebtedness, 
the United States is a creditor of most of the rest of 
the world; moreover, the United States is now the only 
important free gold market, and dollar exchange is 
therefore especially desired. Hence gold flows here in 
part for settlement of balances due us and in part for 
use here in settling other international balances. Con- 
sequently, in recent months even Japan has ceased to 
draw from the United States, while Europe has sent 
gold here instead of to the countries to which we were 
earlier exporting, and South American and Asiatic 
countries generally have become contributors to our 
stock. 

The gold imports consist largely of three fairly dis- 
tinct types. The principal element is newly mined gold, 
of which the great bulk comes from South Africa via 
London, where it is refined and auctioned at prices 
varying with the dollar exchange rate. America is thus 
tending to absorb most of the new gold, which, ex- 
clusive of her own production, now amounts to between 
250 and 300 million dollars a year. A second element of 
importance has been Russian gold, formerly in the 
reserves of the Russian State Bank, or in circulation or 
in hoards in that ill-starred country. According to the 
statement of its director late in April 192 1, the Swedish 
mint received and melted about 70 tons of Russian gold, 
or about $40,000,000, most of which has been reexported 
to America. The Federal Reserve Bulletin estimates that 
"not less than $6o,coo,ooo of other gold from Russia 
has found its way to the United States from France, 
Switzerland and other countries." 2 A third important 
element consists of gold coming from India through 

1 Federal Reserve Bulletin, June, 1921, p. 679. 



London, or from Indian government reserves in London, 
representing mainly the yielding up, under stress of 
altered trade conditions, of part of the vast quantities 
of gold which India absorbed during the war and in 
1919-20. Finally must be mentioned small increments 
released from foreign bank reserves, of which the largest 
was Reichsbank gold, delivered soon after the armistice, 
but held for American account mainly in London until 
American gold exports had largely ceased. 

Silver movements. The movement of silver, while of 
far less importance than that of gold, presents some 
features worth watching. It is significant that whereas 
the United States, a large silver producer, is normally 
a large exporter of silver, in the last half of 1920 the 
imports slightly exceeded the exports, and in the first 
seven months of 192 1 the import excess was nearly 6 
million dollars. Several factors contribute to explain 
this shift in balances. 

The reduced price of silver, the world over, has se- 
verely slackened silver production. Meanwhile, despite 
the lessened industrial demand in America, some silver 
is imported for industrial uses. The Pittman Act, re- 
quiring the American Treasury to purchase silver to 
replace the silver withdrawn during the war to replen- 
ish the Indian currency reserves, gives a preference to 
the product of American mines. These can sell their 
output to the treasury at $1.00 per ounce while the 
market price is considerably lower. Hence American 
output flows to the mint instead of into the arts or 
abroad. Finally, several European nations with de- 
preciated paper currencies have partially or wholly 
demonetized silver and are disposing of their silver 
stocks abroad. This is true even of Holland. 3 Germany 
in particular, is utilizing her silver stocks (in recent 
years figuring among "other assets" in the Reichsbank 
statements) as a means of meeting reparation payments. 
In the state of reduced prosperity in which Europe 
finds itself, silver coin is an easily dispensable luxury 
which is even inconvenient as currency because it can 
be kept in circulation only in the countries whose money 
has depreciated little or which have been able to remint 
their silver coin with greatly reduced silver content. 
As an ordinary commodity, therefore, silver readily 
flows to the United States — a trade item upon which 
no tariff exists. 

IV. FAILURES AND COMMODITY PRICES 

Banking and business failures. During 1920, a year 
of huge loans and high interest rates, gross earnings of 
banks were exceptionally large despite high rates paid 
for interest on deposits and heavy expense for salaries 
and employee bonuses. Two sources of loss, however, 
were exceptionally heavy. The depreciation of invest- 
ment securities, heavy during the war years, has con- 
tinued severe. It is stated that, for the British joint 
stock banks which were the largest supporters of the 
government during the war, these losses in 1920 

2 Ibid., p. 681. 3 Ibid., July, 1921, p. 812. 
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amounted "to sums considerably in excess of their 
disclosed profits for the year." x Elsewhere they have 
been large; in America the reduction in bank holdings 
of Liberty bonds and Victory notes has undoubtedly 
been at considerable loss. More important than this, 
in the United States and probably most other countries, 
have been losses oh bad loans, occasioned by failure or 
embarrassment of borrowers on account of the fall in 
security prices, the unprecedented declines in commod- 
ity prices, widespread cancellation of contracts, and 
reduced earning power because of industrial stagnation. 
The extent of such losses cannot readily be ascertained. 
Banks rarely disclose them. They are charged off in 
various ways, against accumulated reserves, stated or 
"secret"; they are registered at various times, often 
remote from the date to which the losses are properly 
assignable. Undoubtedly considerable losses have yet 
to be accepted, where the banks are carrying concerns 
in the hope of salvaging assets. The present year will 
therefore doubtless register losses which are really 
attributable to 1920. So far as the depreciation of in- 
vestments is concerned, the long-run outlook for gilt- 
edged securities is such that banks which have written 
these down to something like current market values will 
in time recover a large part of the losses, or even more, 
provided they can wait for this recovery. 

In view of these conditions, it is not surprising that 
bank failures have been fairly numerous. In America, 
where no large bank failures have occurred, the princi- 
pal cases are those of the new North Dakota farmers' 
banks, five of the younger, smaller Boston trust com- 
panies not members of the federal reserve system, and 
one or two New York institutions primarily concerned 
with foreign trade. In Great Britain the only important 
examples are those of Farrow's Bank, a private institu- 
tion of no great age, size or reputation, and Hannevig's 
Bank, a young company financing foreign trade pri- 
marily between England and Scandinavia. There have 
been some additional bank failures in Japan, none so 
important as that of the 74th Bank in May 1920. Some 
French banks in Mexico suspended in January. 2 Serious 
failures have occurred in Cuba. Probably the most con- 
spicuous bank failures have been those of the Banco 
de Barcelona, a leading Spanish bank, which closed its 
doors in January 192 1, 3 and the French Banque In- 
dustrielle de la Chine, the principal French institution 
in China, which suspended late in June 192 1. 4 

The mere enumeration of these failures indicates their 
relatively small importance. Considering the stress 
under which banks have labored, it is ground for con- 
gratulation that so few have broken under the strain. 
In America it is undoubtedly a tribute to the federal 
reserve system; in general it signifies a gradual im- 
provement in banking administration, and attests the 
strength to which the older banks have generally 
attained. 

Business failures, which declined heavily in most 
countries during the war, reaching extremely low levels 
in 1918 or 1919, have increased materially since the 



third quarter of 1919. As the following table shows, in 
most countries for which comparative statistics are 
available, the 19 13 quarterly average was passed in 
the first quarter of 192 1, and the indications are that, 
except in the United States and Canada, the failures 
were heavier in the second quarter than in the first. In 

Table 6. — Quarterly Data of Business Failures, 

1919-21, Compared with Averages for 

Earlier Periods* 



Quarter 


United 
States 


Canada 


United 
King- 
dom 


Ger- 
many 


Hol- 
land 


Nor- 
way 


Sweden 


Switz- 
erland 


1913 average . 


3638 


456 


1,787 


2,422 


458 


IOO 


951 




1915-18 " 


3621 




716 


556 


274 




546 


101 


1919 " 


1388 


156 


269 


249 


251 


48 


524 


86 


1920 " 


2Il6 


246 


556 


326 


304 


96 




104 


1919 First . . . 


155° 


176 


241 


276 






406 


98 


Second . 


I3II 


118 


2SO 


261 






559 


93 


Third . . 


I29O 


139 


250 


230 






546 


74 


Fourth . 


1399 


192 


334 


230 






586 


78 


1920 First. . . 


1441 


198 


395 


212 




64 


553 


116 


Second . 


i486 


170 


457 


243 




83 


550 


98 


Third . . 


1880 


240 


565 


399 




104 


515 


102 


Fourth . 


3643 


377 


808 


448 




135 


732 


96 


192 1 First . . . 


4933 


51° 


. . . 


728 


53° 




1072 




Second . 


4065 


4Si 




871 


544 




J 33i 





* American and Canadian figures are those of Bradstreet. Other figures 
are compiled chiefly from the Swiss Bank Corporation's Financial and Com- 
mercial Review, 1920, and League of Nations' Monthly Bulletin of Statistics, 
vol. ii, No. 7. British figures are from Stubbs' Weekly Gazette. The figures 
are not entirely accurate, especially since some are provisional and others 
are revised, but the variations are small compared with the totals. 

Great Britain, and even more strikingly in Germany, 
the number of failures remains far below pre-war aver- 
ages. But even in Germany, where the artificial influ- 
ences of inflation and depreciating exchange have tem- 
porarily stimulated business activity, business failures 
have increased quarter by quarter during 1920 and 
1921, and in the first half of this year were 3? times 
those of the first half of 1920. 

Commodity prices. Always a significant index of 
business activity, except where inflation is so rampant 
as to give an exaggerated impression of activity, the 
movements of commodity prices have been an espe- 
cially impressive feature and an important factor in the 
business situation since the spring of 1919. They are, 
moreover, so closely related to the banking and cur- 
rency developments that they are pertinent to the 
present discussion. The accompanying charts are 
therefore presented to show the course of wholesale and 
retail prices in various countries monthly from July 
1918, as indicated by the leading index numbers ex- 
pressed as percentages of 1913 or other late pre-war 
prices. It is to be remarked that no such index num- 

1 Bankers' Magazine, February, 1921, pp. 159, 160. 
. 2 Ibid., p. 167. 3 Ibid., pp. 167, 263. 

4 Ibid., August, 1921, p. 189; Economic Review, July 8, 15, 1921, pp. 140, 
167, 168; Economist, July 9, 16, 1921, pp. 52, 97. 
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bers are available for countries showing the greatest 
currency inflation. 

These charts show the data plotted on the "logarith- 
mic" or "ratio" scale. 1 This device, though exceedingly- 
useful to the initiated, is seldom employed in popular 




1918 



1919 



1920 



Chart V. — Wholesale Prices in Various Countries, 1918-21, 
as Reflected in Leading Index Numbers 

Logarithmic vertical scale. Base: 1913 = 100 

presentations because readers are unfamiliar with it, 
find it difficult to understand, and, if not on their guard, 
may be misled by it. Its applicability here seems to 
warrant its use despite these dangers. 

On this scale equal vertical distances represent not 
equal unit increments but equal rates of increase or de- 
Grease. Thus a rise of 2 per cent a month will appear 
the same, regardless of the number of units of increase. 
Two curves representing data of very unequal size will 
rise parallel if the data show identical rates of increase, 
and fall parallel if the rates of decline are the same. 
For comparing price indices, especially where the in- 
dices vary greatly in size, this scale must be used to 
avoid misconceptions. For example, on an ordinary 
scale the decline in Japanese prices in the spring of 1920 
appears more moderate than the decline in French and 
Italian prices, while the decline in the latter two indices, 
toward the end of 1920, appears more rapid than that 
of American indices. The logarithmic chart shows the 
opposite to be true. In comparing prices internationally 
today, one is usually less concerned with the several 
contrasts with pre-war prices than with the direction 

1 Helpful articles on the logarithmic scale are by J. A. Field, in Journal 
of Political Economy, October, 191 7, and Irving Fisher, in the Quarterly 
Publications of the American Statistical Association, June, 1917. Excellent 
uses of the logarithmic scale for other data appear in recent issues of the 
Monthly Review of the Federal Reserve Bank of Boston. 



and rates of change, from period to period and from 
country to country. These the logarithmic chart em- 
phasizes and makes visually comparable. Moreover, 
the representation of present day prices on a 1913 base 
easily conveys the impression that 1913 prices are nor- 
mal for today. This is far from true, especially in 
countries whose currencies have so greatly depreciated 
that the resumption of gold payments on a pre-war 
basis must require years to attain, if its attainment is 
conceivable. On the logarithmic scale no base line can 
be shown; accordingly, the absolute heights of points 
on the curves are not of special significance. More 
significance attaches to the fluctuations of prices on 
present levels, and to the changes of levels, than to the 
comparison of levels from country to country. 

The general movement of prices first deserves com- 
ment, and the course of wholesale prices, being the more 
illuminating, merits the more extended discussion. 

The course of wholesale prices. From early in 1919, 
a year's marked increases culminated in the spring of 
1920 at unprecedented levels in almost every country. 
In a few countries the peak was reached later — in the 
summer in Australia and Sweden, in the fall in Norway, 
Denmark, and Italy. In the past year, prices have de- 
clined the world over. The fall began earliest and was 
most rapid in Japan, where prices had reached 3! times 
their pre-war height, despite the fact that Japan was 




1918 



1920 



1931 



Chart VI. — Retail Prices in Various Countries, 1918-21, 
as Reflected in Leading Index Numbers 

Logarithmic vertical scale. Base {usually): July igi4 = 100 

virtually on a gold basis. The decline in Great Britain 
and America was much more rapid in the fall than in 
spring or summer. In France and Italy, the spring 
decline was followed by a summer rise, owing 
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the liberal bank policy in both countries and frank 
resort to new currency inflation in Italy. In October 
and November both began a new decline which has 
been as rapid in France as in America or Great Britain. 

Generally speaking, price declines were sharpest in 
the last quarter of 1920, and continued important in 
the first quarter of 192 1. The Japanese index shows 
the leading exception. Owing to the financial panic in 
Japan in the spring of 1920, prices fell sharply from 
March until June. In the last quarter of 1920, in sym- 
pathy with world-wide movements, they declined more 
sharply than in the third, but much less than in the 
second. In recent months they have been fairly stable 
at a level between 190 and 200 per cent of 1913 prices. 
In Italy and in Germany, continued currency expansion 
checked the decline and forced new increases in the last 
half of 1920, and prices declined little until 1921. In 
Germany, with renewed currency expansion, this de- 
cline has been arrested since April, and the latest figures 
show a remarkable rebound to the earlier maximum 
reached in May 1920. In most countries the decline 
was checked during the summer of 192 1, but no great 
increases have yet occurred outside of Germany. 

The impressive feature of the chart of wholesale 
prices, after the similarity in trends in 1919-20, is the 
diversity of price levels, considerably greater than in 
191 8, and very marked as compared with the base year 
1913. Thus July 192 1 wholesale prices averaged roughly 
140 to 150 per cent of 19 13 prices in the United States, 
186 per cent in Japan, 196 per cent in the United King- 
dom, 211 per cent in Sweden, 332 per cent in France, 
500 per cent in Italy and 1467 per cent in Germany. 
This diversity is one reflection of the fact that national 
currencies are no longer tied to a common gold stand- 
ard, but are inconvertible paper, especially influenced 
by currency policies. 

Retail prices. Retail prices, as usual, have lagged 
behind wholesale prices, especially in ascending, never 
reaching the heights attained by wholesale prices, and 
have varied much less extremely. Generally speaking, 
they have been falling in most countries during the past 
year. The American index for foodstuffs reached its 
peak in June and July 1920 at 215 per cent of the 1913 
average, and declined steadily during the following year 
to a figure of 141 in June 1921. Foreign indices reached 
their peak later, in most cases in the last quarter of 
1920. In Sweden, where retail prices were lower through- 
out 1920 than in the first half of 1919, the decline began 
in September; in the United Kingdom in October; in 
Paris in November; and in Norway and Berlin in Decem- 
ber. Only in Italy, among leading countries, have retail 
prices continued to rise in 192 1, and there the indices 
for different cities are hardly in complete accord. The 
decline has been largest in America, but it has been 
considerable in Sweden, Great Britain, and France. In 
the summer of 192 1, the declines have been generally 
checked, at levels varying more from one another than 
was true at the end of 191 8. In Amsterdam and Nor- 

1 Bankers' Magazine, 



way the rise in 1919-20 was more moderate, and the 
decline has been likewise moderate. It is probably 
significant of progress toward more normal price rela- 
tions that the wholesale and retail indices are today 
more nearly in accord than at any time since the end 
of the war. 

Price declines and currency contraction. The question 
naturally occurs, to those who believe in a relation be- 
tween prices and the quantity of currency, why prices 
(at least at wholesale) have receded so greatly while 
credit and currencies (notes and deposits) have con- 
tracted so much less, and also why the price decline so 
considerably anticipated the currency contraction. The 
fact is clear, but students of the relation between prices 
and currency have not yet been able to furnish a 
thoroughly satisfactory answer to these questions. Pro- 
fessor Cassel suggests that hoarding is a large factor, 
in the case of Sweden, as well as other factors lessening 
rapidity of circulation. 1 It is probable, however, that 
one important explanation lies deeper. The demand 
for goods, under modern conditions, finds expression in 
orders. An effective demand is not always desire backed 
by willingness to pay, but very often an order accom- 
panied by an acceptable promise to pay. Currency, 
whether cash or credit, is required mainly on delivery 
of goods, which follows often weeks or months after 
orders, and in settlement of borrowings, which follows 
often after a still further interval. Currently quoted 
wholesale prices, even when representing sales for im- 
mediate delivery, reflect sensitively the orders for 
future delivery, frequently of much larger volume. It 
is well known that in the boom of 1919^20, prices sky- 
rocketed under the pressure of orders, often almost 
regardless of cost, often duplicated in the hope of get- 
ting delivery from one concern out of two or more with 
whom orders were placed. Now while all orders tend 
to affect prices, canceled orders require no currency to 
settle. The decline in prices in 1920-21 reflects pre- 
dominantly the decline in orders for future delivery, 
and only in lesser degree the decreased flow of goods. 
The volume of currency therefore never increased in 
proportion to prices; and need not therefore decrease 
in the same measure as prices. It is important to add 
that the decline in wholesale prices was much more 
abrupt than the decline in retail prices and wages, and 
prices of services not usually expressed as wages. 
Hence the volume of monetary transactions has de- 
clined much more slowly than the decline in exchanges 
of commodities at wholesale. 

The price outlook. The prospects are that, even in 
countries where inflation has been checked and con- 
traction of credit and currency has prevailed, prices 
will in general react upwards in the coming months. 
Already signs of this are visible. In view of the violence 
of the decline in prices, the advances are not unlikely 
to be more considerable than have occurred after most 
previous crises; but the rate in increase depends largely 
upon the rate of recovery from the depression, which 

August, 1921, p. 193. 
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now promises to be slow. There are, of course, many 
readjustments still to take place in prices of individual 
commodities, down as well as up, even though we 
should not expect anything like complete restoration 
of pre-war relations among prices of different goods. 

Even in the near future, however, the course of prices 
will not be the same in different countries, and the trend 
of prices, country by country, under the influence of 
banking and currency conditions and policies, may be 
so pronounced as almost to obliterate the influences 
characteristic of a period of business revival. It is time 
to raise the more fundamental question where the post- 
war normal level of prices will be, and whether the 
trend in the next decade will be downward, as between 
1865 and 1896, or upward as between 1898 and 1914, or 
whether further readjustments are yet necessary be- 
fore the beginning of a normal trend can be discerned. 
Although these questions cannot be given full considera- 
tion here, certain elements in the problem may be men- 
tioned as germane to the present discussion. 

In the first place, the problem is materially different 
for the United States, which maintains a gold standard, 
than for most other countries, whose currencies consist 
of notes or deposits inconvertible into gold. For those 
countries, the answer as to the price level presupposes 
an answer to other questions, namely: (1) Is the gold 
standard to be restored? (2) If so, will the pre-war 
parity between paper and gold be reestablished or will 
new parities be legalized? On the first point, the ma- 
jority of competent students is clearly in favor of 
restoration of the effective gold standard (or its variant, 
the gold exchange standard) as the only reliable means 
of regaining reasonable stability of prices and exchange 
rates. A small though active minority favor the sub- 
stitution of an improved standard designed to remove 
prices from the instability inevitable under a gold 
standard. Present indications point to a gradual re- 
covery of the gold standard. 

Upon the other question, opinions are much more 
divided. Some, like Professor Cassel, regard the early 
stabilization of prices as of primary importance, and 
would urge redefinition of parities as early as possible, 
coupled with other necessary measures to maintain 
convertibility into gold or a more stable currency base. 
Others, who regard the public faith as virtually pledged 
to restore pre-war parities, and consider redefinition of 
parities an unconscionable repudiation of obligations, 
insist that the return to the pre-war standard, however 
long it may require, is the only sound policy. 

Certain countries, such as Japan, and the several 
European countries which may still conveniently be 
termed "neutrals," have large gold reserves and might 
without extreme difficulty, given good management, 
restore the gold standard by a policy involving removal 
of restrictions upon gold movements, high money rates, 
and resumption of specie payments. Judging by com- 
modity prices and exchange rates, Great Britain is not 
much farther from the gold standard than these Euro- 
pean neutrals; but her enormous indebtedness con- 



stitutes an obstacle to resumption far greater than 
exists in the countries with which comparison is closest. 
The other European belligerents have seen their cur- 
rencies more or less severely depreciated and face the 
possibility of restoring the gold standard, if at all, upon 
revised parities between gold and the currency unit. 

The accepted British policy is clearly a gradual return 
to the gold standard without alteration of currency 
standards. This was the recommendation of the Cun- 
liffe Committee on Currency and Foreign Exchanges 
After the War, in both its prehminary and final reports 
(November 1918 and November 19 19), which are re- 
garded in England as the Bible of currency policy and 
have been substantially accepted by the British Treas- 
ury. 1 The position was strongly endorsed by British 
representatives at the International Financial Con- 
ference at Brussels in October 1920. At the London 
Congress of the International Chamber of Commerce, 
in June 1921, Sir Felix Schuster, for Great Britain, 
again strongly pressed this view, with the support of 
the American, French, and Belgian spokesmen. 2 While 
no official pronouncement appears to have been made in 
France, it is no secret that the government and the 
Bank of France support this policy. 

Economists have not yet reached agreement upon 
the policy which should be pursued. The five economists 
who prepared memoranda for the International Finan- 
cial Conference were unable to agree upon any joint 
recommendation on this point. 3 In their separate 
memoranda, Professors Gide (France) and Pantaleoni 
(Italy) failed to mention it, and Dr. Bruins (Holland) 
opposed the effort to reach any early decision. Professor 
Pigou (England) evidently favored measures designed 
to restore the gold standard, with unchanged parities in 
Great Britain, revised parities for countries of seriously 
depreciated currencies, and possibly revised parities 
for France and Italy. He favored an international con- 
ference to reach agreement upon measures to establish 
what is known as the gold exchange standard, whereby 
currencies would be fully convertible at fixed rates into 
gold for export or exchange on a gold standard country. 
This, however, implies at least temporary establish- 
ment of parities different from those now legal but 
ineffective. Professor Cassel (Sweden) has been an 
ardent advocate of stabilization of currencies, involving 
the establishment of a modified gold standard with re- 
vised parities wherever necessary and the careful regu- 
lation of the monetary demand for gold to prevent 
future trends in gold values and commodity prices. 

When there is no return to the gold standard or any 
other "standard," one can hardly speak of a "normal" 
level of prices, and there will be no "normal" trend. 
Where a decision is reached to return to a gold standard 
at pre-war parities, or at parities appreciably above the 
present gold value of paper currencies, the trend of 
prices may be expected to be downward over the period 

1 Bankers' Magazine, December, 1918, pp. 587-600; February, 1920, pp. 
198-207. 2 Economist, July 2, 1921, p. 5. 

3 See this Review, December, 1920, pp. 351-355. 
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required to reach this end; but there will be fluctuations 
of prices around this downward trend in the various 
stages of the business cycle, although such precipitate 
declines as have occurred during the past year are un- 
likely. Where existing parities are legalized, and the 
gold standard is restored on this level, the then existing 
price level will constitute the post-war normal, and 
the trend from that point will be subject to the same 
influences as affect other gold standard countries. 

But what of the United States, now and likely to 
continue upon the gold standard? The writer ventures 
the opinion that present prices here are, in general, ap- 
preciably below their post-war normal level, owing in 
part to the severity of the industrial crisis and the vio- 
lence of the price declines; and that for a few years 
American prices will move upwards, under the addi- 
tional influence of our enlarged and increasing gold 
supply, unless more positive measures than are now in 
prospect are taken to restrain fresh currency expan- 
sion. 

The return to pre-war levels is entirely improbable 
for several reasons. The world's productivity has been 
reduced by the war. Central gold reserves have been 
tremendously increased, and there is small prospect of 
any considerable return of these stocks to circulation. 
The United States holds a much enlarged share of these 
central reserves; and these are likely to serve as a basis 
for considerable currency and credit expansion without 
endangering the gold standard, the more in the pos- 
session of the United States than in countries where 
deposit banking is less prevalent and gold circulation 
more preferred, and still more because the institution 
of the federal reserve system has enabled us to econo- 
mize gold reserves. All these influences will persistently 
operate to prevent further decline in the general price 
level, while the continuing expansion of American gold 
reserves will make for higher prices. It is not incon- 
ceivable that, as Professor Cassel has urged, some 
countries with considerable gold stocks, such as Eng- 
land and the northern "neutrals," should deliberately 
release considerable parts of these reserves to America 
with a view to encouraging the rise of prices here and, 



by reducing the discrepancy between our price level 
and theirs, raise their exchange rates nearer to par 
and facilitate their restoration of the pre-war standard. 
Just where the American price level will be when these 
influences have worked themselves out (if they are per- 
mitted to do so) cannot be prophesied. But it is not 
unlikely to be nearer the present levels prevailing in 
Japan, Great Britain, and other European countries, 
than to.' the present American level. 

After some such normal level has been reached, the 
trend of prices in the ensuing years is not unlikely to 
be horizontal or moderately downward, even in gold 
standard countries, rather than upward as before the 
war. 1 We may confidently look forward to a gradual 
increase in productivity, as the world recovers from 
the war and concentrates its energies and scientific 
resources upon the problems of peace. While the in- 
crease of productivity may be smaller in America than 
in countries abroad which suffered especially from the 
war, the improvement abroad will contribute to our 
supply of commodities and make for lower prices. The 
judgment of gold experts 2 is that the output of gold is 
permanently on the wane and that the per capita 
amount of gold in monetary uses will soon be stationary 
or declining — this is marked contrast to the period 
from 1898 to 1913. The expansion of deposit banking, 
involving substitution of checks for notes and coin will 
operate in the opposite direction, but is not likely to 
be more rapid in the coming years than in recent dec- 
ades. Some return of gold stocks, from countries now 
holding abnormally large ones to countries whose stocks 
have been greatly depleted, will have a similar effect, 
but this is likely to take place slowly. All these influ- 
ences we shall be able to measure more clearly some 
years hence, when the peculiar readjustments following 
the war and the present period of business depression 
have been largely accomplished. 

1 Cf. Mr. Ralph G. Hurlin's conclusion, from a study of American whole- 
sale price indices from 1813 to 1920 (Annalist, July 4, 1921), that the under- 
lying long-term trend of prices is downward, at least as regards commodities 
other than foodstuffs. 

2 See the article by Joseph Kitchin, of London, in this Review, August, 
1921. 



Erratum. Contrary to the statement on p. 306, the Kansas 
City Federal Reserve Bank suspended the application of its 
progressive discount rate, effective August 1, 1921, after an 
operation of about fifteen months. 



